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“ Trading  on  the  Street"  Exhibit  Features  Buttonwood  Agreement 
Another  Financial  Hurricane:  Is  It  Different  This  Time? 
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THE  EXCESSIVELY  RARE 
1690  MASSACHUSETTS 
20  SHILLING  NOTE 

The  Massachusetts  Colony  February  3,  1690 
Indented  Bill  was  originally  issued  as  Two  Shillings 
Sixpence,  contemporaneously  raised  to  Twenty 
Shillings.  Printed  from  a Copper  Engraved  Plate 
on  thin  laid  paper,  104  x 140  millimeters.  The  face 
hears  the  oval  Colonial  Seal  and  the  signatures 
of  John  Phillips,  Penn  Townsend,  and  Adam 
Winthrop.  There  are  possibly  only  six  or  seven 
known  examples  of  this  incredibly  rare  issue. 
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Risk  Management 

Give  Us  A Try 

Saperston  Asset  Management 

A Full  Service  Brokerage. 

Member:  NASD,  SIPC,  MSRB. 

Your  local  source  for  investment  planning. 

716-854-7541 


In  the  search  for  property,  it's 

Saperston  Real  Estate 

Serving  The  Industrial  N Commercial  Real  Estate  Markets. 

716-847-1100 

• 

In  the  pursuit  of  better  business,  it's 

S APE RSTON  Man  AG e m ENT 

For  Tax  Assistance,  Payroll  Services, 
Bookkeeping  & Financial  Reporting. 
716-854-7541 


“The  Dollar  Doctor” 

Listen  to  the  AT'U"  DOLLAR  DOCTOR  RADIO  SHOW 
with  a call-in  format  each  Saturday  10  am  to  11  am 
on  WWKB  1520  AM 


1-800-879-7541 


172  LAKE  STREET  • HAMBURG 
Visit  Our  Website:  www.saperston.com 
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Message  to  Members:  Volcker  to 
Receive  2009  Whitehead  Award 


On  January  12,  Paul  Volcker  will 
receive  the  Museum’s  John  C.  White- 
head  Award  for  Distinguished  Public 
Service  and  Financial  Leadership.  Mr. 
Whitehead,  a wonderful  supporter  of 
the  Museum,  recently  expressed  con- 
cern that  the  economy  could  face  a 
slump  deeper  than  the  Great  Depres- 
sion, with  huge  deficits  that  may 
threaten  the  global  credit  standing  of 
the  U.S.  government. 

John  Whitehead  is  not  Savonarola, 
and  is  an  optimist  by  nature.  He  has 
long  been  respected  as  a former  Co- 
Chairman  of  Goldman  Sachs,  Chair- 
man of  Harvard’s  Board  of  Overseers, 
and  Deputy  Secretary  of  State  for 
Ronald  Reagan.  But  he  worries  that 
the  rating  agencies  will  downgrade 
the  American  government  debt  from 


By  Lee  Kjelleren,  President  and  CEO 

the  top  triple  A grade,  and  all  that 
implies. 

If  the  Chinese,  Japanese  and  Mid- 
dle Eastern  buyers  of  U.S.  government 
debt  start  to  doubt  our  will  to  service 
and  repay  our  debt,  will  U.S.  Treasur- 
ies still  be  treated  as  a rock-hard  store 
of  value?  Will  they  still  trust  the  dol- 
lar? Or  will  enormous  new  taxes  be 
required  for  operating  the  government 
on  a pay-as-you-go  basis? 

We  know  the  economy  is  in  seri- 
ous and  unpredictable  disarray  and 
the  nation’s  Treasury  draining,  with 
taxpayers  at  risk  for  some  $7  trillion 
of  financial  crisis  support  money.  The 
question  has  now  become:  how  do 
we  restore  real  public  trust  and  confi- 
dence in  the  stability  of  our  economic 
system,  and  in  our  corporate  and 
regulatory  leaders  who  too  often  have 
demonstrated  recklessness  and  incom- 
petence? Open  market  capitalism  is  a 
wondrous  and  sophisticated  process, 
but  it  must  have  transparency,  ethical 
behavior  and  accountability  within 
the  framework  of  thoughtful  rules. 
And  credible  leaders. 


We  have  the  astonishing  testimony 
in  October  of  Mr.  Greenspan  defend- 
ing years  of  relaxed  oversight.  He  said 
he  was  “in  a state  of  shocked  disbe- 
lief” that  financial  institutions  did  not 
reign  themselves  in  (when  there  were 
billions  to  be  made  by  ignoring  proper 
lending  practices  and  trafficking  in 
exotic  and  opaque  derivatives).  Some- 
how I for  one  feel  Mr.  Volcker  would 
not  have  been  shocked  to  learn  there 
was  gambling  going  on  in  the  casino. 

Under  Mr.  Volcker’s  1979-1981 
Chairmanship,  the  Fed  succeeded  in 
bringing  inflation  under  control  and 
providing  a sound  store  of  value  for  the 
U.S.  economy.  We  are  now  in  another 
watershed  period  in  American  history, 
with  the  actions  of  the  SEC  (very  lax 
oversight),  rating  agencies  (high  toxic 
bond  ratings),  brokerage  firms  (auction 
rate  securities),  company  directors  (lax 
fiduciary  oversight)  and  some  impor- 
tant political  leaders  (economy  is 
strong)  impairing  confidence  in  our 
public  and  private  institutions.  Such 
outlooks  must  be  changed  before  a self- 
fulfilling  prophecy  takes  hold.  03 


Corporate  Support 


The  Museum  is  most  grateful  for  the 
support  of  the  following  corporations 
who  have  generously  provided  fund- 
ing for  the  Museum  in  the  past  year. 

• American  International 
Group,  Inc. 

• The  Bank  of  New  York  Mellon 

• The  Blackstone  Group 

• Bloomberg 

• The  CFA  Institute 

• Citigroup,  Inc. 

• David  N.  Deutsch 
8 C Company  LLC 

• Fagenson  &c  Co. 


• Geduld/Cougar 

• Goldman  Sachs  &c  Co. 

• Knight  Capital  Group,  Inc. 

• LaBranche  &c  Co. 

• Lehman  Brothers 

• The  London  &C  Amsterdam  Trust 
Company  Ltd. 

• The  McGraw  Hill  Companies 

• Meridian  Equity  Partners 

• Merrill  Lynch  &c  Co. 

• Morgan  Stanley 

• NEMCO  Brokerage,  Inc. 

• The  Northern  Trust  Company 

• New  York  Mercantile  Exchange 


• NYSE  Euronext 

• The  Reserve 

• Securities  Industry  and 
Financial  Markets  Assn. 

• Muriel  Siebert  & Co.,  Inc. 

• Wells  Fargo 

• Zweig-DiMenna,  LLP 

For  more  information  about 
participating  in  the  Museum’s 
corporate  membership  program 
please  contact  Jeanne  Baker 
Driscoll,  Director  of  Development, 
at  212  908-4694  or  jdriscoll@finan- 
cialhistory.org. 
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Founder’s  Letter 


By  John  E.  Herzog 


I HAVE  RECENTLY  BEEN  SHOCKED  tO 

realize  thar  more  than  50  years  have 
passed  by  since  my  first  job  began 
on  Wall  Street.  These  numbers  have 
a way  of  creeping  up  on  us,  and  the 
saving  grace  is  supposed  to  be  that 
we  can  use  our  experience  to  good 
advantage  to  provide  perspective  to 
others,  and  the  occasional  reassurance 
in  difficult  times. 

When  I first  arrived  on  the  “Street” 
1 served  as  a cage  clerk  at  Eastman 
Dillon  Union  Securities  N Co.,  one 
of  the  finest  firms  of  thar  day,  long 
since  faded  from  memory.  Process- 
ing of  then  “big  days”  of  one  million 
shares  (versus  nine  billion  lately)  was 
aided  by  pulling  pre-punched  data 
cards  from  a big  rub.  Giant  printers 
produced  reports  of  all  sorts  at  the  end 
of  each  day.  The  Dow  was  far  below 
1000  then,  and  I remember  my  skepti- 
cism when  the  author  of  Dow  1000 
came  to  see  me  to  tell  me  about  pass- 
ing that  magic  figure. 


When  the  markets  did  respond  and 
the  business  got  better  for  our  then 
small  Herzog  ix:  Co.,  Inc.,  my  father 
would  wave  an  ominous  finger  at  me 
and  tell  me  how  1929  would  be  back. 
In  my  youthful  exuberance  1 viewed 
these  comments  as  an  old  person’s 
delusions,  but  25  years  later  as  I tried 
to  help  in  our  trading  room  during  the 
Crash  of  1987,  his  words  came  back 
with  resounding  force.  That  Crash  was 
the  impetus  for  the  creation  of  the 
Museum. 

This  seems  to  me  the  sad  reality  of 
our  collective  experience.  After  the 
SNL  bust,  I thought  we  would  never 
forget  again  as  a nation,  and  that  it 
would  be  too  expensive  to  go  through 
that  again.  Once  again,  my  optimism 
was  not  justified,  and  the  same  mis- 
takes of  removing  the  regulating  over- 
sight of  the  profit  motive  and  the 
irresponsible  creative  abuses  that  have 
taken  place  have  cast  the  entire  intri- 
cately-connected global  system  into 


chaos.  Will  we  ever  learn?  It  would 
seem  so  simple  from  an  administrative 
point  of  view,  and  yet,  time  after  time, 
there  are  those  who  cannot  be  satisfied 
with  success.  Now  the  penalties  are 
even  harsher,  and  once  again,  many 
of  those  responsible  have  left  the  good 
guys  holding  the  bag. 

To  me,  this  is  a lot  like  climate 
change.  If  we  can’t  develop  the  right 
fixes,  we  are  bound  to  exert  ourselves 
into  oblivion,  something  now  possible 
because  of  the  splendid  advances  in 
global  trading  and  the  rapid  transfer  of 
money  everywhere  in  the  world.  Can 
this  be  the  last  great  astounding  crash? 
1 certainly  hope  so,  and  to  this  end,  the 
Museum’s  mission  of  financial  literacy 
and  basic  education  in  these  subjects  is 
more  important  than  ever.  We  invite 
you  to  become  a part  of  the  solution, 
to  join  the  Museum,  participate  in  the 
programs,  and  learn  how  to  avoid  this 
pain  next  time  around.  na 


New  Museum  Website  Offers  Enhanced  Content 


I nis  October,  the  Museum  re-launched  its  website  to 
provide  enhanced  access  to  its  programs  and  services.  The 
site,  www.MoAF.org,  is  designed  to  reflect  the  Museum’s 
new  branding  scheme  at  48  Wall  Street  and  to  offer 
visitors  improved  navigation  and  functionality.  It  includes 
such  features  as  video  and  audio  recordings  of  Museum 
events,  a wide  range  of  articles  from  past  issues  of  Finan- 
cial History  magazine,  downloadable  materials  for  educa- 
tional groups  and  members  of  the  press,  enhanced  photo 
galleries  of  the  Museum’s  exhibits,  an  RSS  feed  and  an 
electronic  newsletter. 

Museum  members  can  now  renew  their  membership 
online,  reserve  tickets  for  events  and  exhibit  openings,  and 
receive  their  member  discounts  in  the  expanded  online 
shop.  We  invite  you  to  visit  the  new  sire  and  to  subscribe 
to  our  newsletter.  We  welcome  your  comments  at 
feedback@financialhistory.org.  Ha 
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Trading  on  the  Street”  Exhibit  Features 
Buttonwood  Agreement 


Above:  The  original 
Buttonwood  Agreement 
from  1 792  is  on  display 
through  March  20  in 
“Trading  on  the  Street." 
Left:  Two  display  cases 
in  the  “ Trading  on  the 
Street”  exhibit. 


By  Leena  Akhtar,  Exhibits  and 
Archives  Manager 

The  Museum  of  American  Finance 
is  pleased  to  announce  the  launch  of 
a new  exhibit  in  its  Changing  Gallery 
called  “Trading  on  the  Street:  From 
the  Buttonwood  to  Today.” 

Trading  on  the  Street  chronicles 
the  evolution  of  trading  on  Wall 
Street,  from  its  beginnings  shortly 
after  the  end  of  the  Revolutionary 
War  through  the  economic  expansion 
of  the  19th  and  20th  centuries,  and 
explores  how  the  technological  inno- 
vation that  began  in  the  last  quarter 
of  the  19th  century  and  continues  to 
today  impacted  the  way  that  trading 
was  conducted,  both  at  the  New  York 
exchanges  and  around  the  world. 

The  story  begins  in  New  York  in 
1792,  when  a financial  panic  caused  a 
crash  in  stock  and  government  bond 
prices  in  the  New  York  market.  The 
crash  was  caused  in  part  by  the  over- 
extended speculation  of  William  Duer 


(formerly  secretary  to  the  Treasury) 
and  in  part  by  the  reigning-in  of  easy 
lending  practices  by  the  Bank  of  New 
York.  A law  was  enacted  “to  prevent 
the  pernicious  practice  of  Stock-Job- 
bing,” banning  public  auction  trading 
of  shares  in  an  attempt  to  prevent 
similar  crashes  from  occurring  again. 

In  response,  a group  of  traders 
signed  a document  that  became  known 
as  the  Buttonwood  Agreement,  cre- 
ating the  private  trading  association 
that  eventually  became  the  New  York 
Stock  Exchange.  The  New  York  Stock 
and  Exchange  Board  (or  “The  Big 
Board,”  as  it  became  known)  relocated 
several  times  before  it  found  its  present 
home  at  the  corner  of  Wall  and  Broad 
Streets.  The  exhibit  showcases  the  But- 
tonwood Agreement  itself,  as  well  as 
examples  of  securities  that  would  have 
been  traded  at  that  time  — including  a 
US  Loan  Office  Certificate  made  out 
to  Patrick  Henry,  American  patriot 
famous  for  his  “Give  me  liberty  or  give 
me  death”  speech. 


During  the  19th  century  a number 
of  additional  exchanges  appeared  in 
the  financial  district,  as  well  as  in 
other  parts  of  the  city.  Among  them 
were  the  Open  Board,  the  Mining 
Exchange,  and  the  Gold  Room.  For  a 
period  during  the  Civil  War,  traders 
could  trade  at  the  Board  during  the 
day  and  then  head  over  to  Gallagher’s 
Evening  Exchange  on  23rd  Street  and 
get  in  on  the  action  there.  The  exhibit 
highlights  engravings  of  the  exchanges 
that  were  published  in  19th-century 
illustrated  newspapers  like  Harper’s 
Weekly  and  Frank  Leslie’s.  Also  on 
display  are  the  NYS&EB’s  record 
books,  which  show  sale  and  quotation 
prices  from  the  daily  auctions. 
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The  "Kerbstone"  brokers,  date  unknown.  Curb  trading  was  established  c.  IS40. 


The  end  of  the  Civil  War  ushered  in 
the  Gilded  Age,  during  which  preda- 
tory speculators  like  Jim  Fisk,  Daniel 
Drew,  Cornelius  Vanderbilt  and  Jay 
Gould  became  notorious  for  both 
their  wealth  and  for  their  willingness 
to  go  to  any  lengths  to  amass  it.  The 
exhibit  highlights  an  episode  in  which 
Cornelius  Vanderbilt  tried  to  buy  up 
a controlling  stake  in  the  Erie  Rail- 
way Company,  of  which  Jay  Gould 
was  the  director.  Gould  responded  by 
issuing  “watered  stock,”  or  stock  in 
excess  of  the  company’s  value,  caus- 
ing Vanderbilt  to  lose  millions.  Gould 
eventually  paid  Vanderbilt  back  to 
avoid  legal  backlash,  but  Vanderbilt 
had  learned  his  lesson.  Of  Gould,  he 
later  said,  “Never  kick  a skunk.” 

The  exhibit  features  several  engrav- 
ings from  the  day  of  the  Erie  panic 
itself,  including  one  of  messenger  boys 
frantically  trying  to  signal  brokers  on 
the  trading  floor  and  another  of  a man 
entering  prices  to  be  transmitted  to 
stock  tickers  across  the  country.  Also 
featured  are  editorial  cartoons  from 
Puck  magazine,  of  which  the  robber 
barons  were  a frequent  subject. 

In  the  last  half  of  the  1 9th  cen- 


turv,  trading  was  completely  revolu- 
tionized by  the  introduction  of  the 
telegraph  — a key  factor  in  making  the 
New  York  exchanges  among  the  larg- 
est and  most  important  in  the  coun- 
try. The  development  of  the  telegraph 
and  telephone  created  new  ways  of 
transmitting  orders  to  the  exchanges, 
gradually  replacing  the  messenger  boys 
who  had  been  so  crucial  to  activity  in 
the  financial  district.  By  the  1920s, 
the  New  York  Stock  Exchange  was 
using  a system  of  pneumatic  tubes  to 
relay  orders  from  the  phone  banks  at 
the  perimeter  of  the  Exchange  to  the 
brokers  at  the  trading  posts.  Artifacts 
from  this  era  on  display  are  an  example 
of  an  early  20th-century  stock  ticker,  a 
telephone  that  was  in  use  on  the  floor 
of  the  New  York  Stock  Exchange,  and 
a pneumatic  messaging  system  con- 
tainer, with  a yellowed  order  slip  still 
inside.  Also  in  the  temporary  gallery 
is  a model  trading  post  constructed 
in  1939,  itself  an  antique,  which  is  a 
miniature  of  the  horseshoe-style  trad- 
ing posts  that  were  in  use  at  the  NYSE 
from  1930  until  1981. 

Improvements  in  trading  speed  were 
relatively  limited  after  the  telephone 


and  pneumatic  messaging  system  were 
introduced  in  the  early  20th  century 
until  the  1970s,  when  computer  tech- 
nology was  integrated  with  trading. 
This  dramatically  impacted  methods 
of  conveying  orders  to  the  trading 
floor  and  the  spread  of  information, 
as  well  as  the  very  nature  of  trading 
itself.  At  the  NYSE  today,  orders  can 
be  routed  to  the  trading  floor  to  be 
represented  by  a broker  or  executed 
through  a computerized  clearing  sys- 
tem. Illustrating  this  in  the  exhibit 
are  an  example  of  an  Internet  trading 
platform,  as  well  as  two  handheld 
devices — a QuoTrek  machine  from 
the  1980s,  which  received  quotes  via 
FM  radio  waves,  and  a Blackberry 
device,  which  is  loaded  with  QuoTrek 
software  from  eSignal. 

The  story  of  how  the  New  York 
exchanges  became  the  center  of  the 
financial  world  is  one  of  invention, 
innovation,  and  adaptability.  How- 
ever, one  thing  still  hasn'tchanged — the 
energy  and  excitement  of  Wall  Street, 
and  the  public’s  fascination  with  this 
seemingly  chaotic  world.  OH 
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Irving  Fisher:  Pioneering  Economist, 
Tireless  Crusader,  Eccentric  Genius 

By  Brian  Grinder  and  Dan  Cooper 


The  first  sentence  from  rhe  abstract 
of  a 1 98 1 Journal  of  Finance  article  by 
Robert  Dorfman  leaped  off  rhe  page 
as  I read  it: 

“Nearly  one  hundred  years  [empha- 
sis added)  after  Irving  Fisher’s  persua- 
sive argument  that  net  present  value  is 
the  fundamental  criterion  for  apprais- 
ing investment  projects,  businessmen 
and  bankers  continue  to  consider  rhe 
internal  rate  of  return.” 

Irving  Fisher?  Wasn’t  he  the  econo- 
mist who  famously  said,  “Stock  prices 
have  reached  what  looks  like  a perma- 
nently high  plateau"  just  days  before 
the  Stock  Market  Crash  of  1929? 
There’s  no  doubt  that  Fisher  played 
an  important  role  in  the  development 
of  financial  economics.  Martin,  Cox 
and  Mac.Minn  (1988),  for  instance, 
begin  their  brief  summary  of  the  his- 
tory of  finance  with  a discussion  of 
Fisher’s  The  Theory  of  Interest  Rates. 
This  book  was  published  in  1920  and 
is  still  well-known  among  financial 
economists  today.  Furthermore,  mod- 
ern finance  textbooks  still  include  cov- 
erage of  rhe  Fisher  Fffect,  the  Fisher 
Separation  Theorem,  and  Fisher’s 
Rate  of  Intersection,  but  could  this 
icon  from  the  1920s  and  30s  really 
have  written  about  net  present  value 
over  100  years  ago?  This  warranted 
further  investigation. 

Fortunately  the  Dorfman  article 
goes  on  to  explain  that  Fisher’s  defini- 
tive argument  for  net  present  value 
appears  in  his  1907  work  The  Rate  of 
Interest , but  it  can  also  be  traced  back 
to  Fisher’s  1906  book  The  Nature  of 
Capital  and  Income  where  he  argues 
that  land  speculators  will  best  utilize 
their  investment  if  they  select  a land 


Economist  Irving  Fisher. 
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use  that  yields  “maximum  present 
value.”  (p.  222) 

As  Fisher  biographer  Robert  L. 
Allen  notes,  The  Theory  of  Interest 
Rates  was  “the  last  book  that  Fisher 
wrote  that  dealt  centrally  with  basic 
economic  theory.”  His  most  impor- 
tant contribution  to  economics  actually 
came  towards  the  end  of  his  illustrious 
career  which  began  in  1892  with  the 
publication  of  his  doctoral  dissertation. 
Although  Fisher  was  studying  math- 
ematics, his  dissertation,  entitled  Math- 
ematical Investigations  in  the  Theory 
of  Value  and  Price , was  one  of  the  first 
scholarly  attempts  by  an  American 
academic  to  apply  mathematics  to  “the 
dismal  science.”  This  work,  which  was 
quickly  heralded  throughout  the  United 
States  and  Europe,  has  been  called 
“the  greatest  doctoral  dissertation  in 
economics  ever  written”  by  economist 
Paul  Samuelson.  Fisher  made  major 
contributions  to  the  science  of  econom- 
ics from  the  very  beginning. 

Fisher  always  sought  to  make 
economics  a practical  discipline  that 
would  make  a difference  in  the  lives 
of  ordinary  citizens.  His  application 
of  mathematics  to  economics  in  his 
doctoral  dissertation  was  basically  an 
attempt  to  make  mathematics  practi- 
cal. Perhaps  his  time  tutoring  railroad 
magnate  James  J.  Hill’s  sons  further 
ingrained  this  focus  on  practicality 
in  Fisher.  And  though  his  attitude 
towards  Hill  quickly  deteriorated,  his 
desire  to  make  economics  useful  to  the 
masses  shows  up  in  his  1918  speech 
to  the  American  Economic  Associa- 
tion, in  his  Elementary  Principles  of 
Economics  textbook  (where  he  writes 
that  after  a student  has  learned  the 
principles,  “he  is  strongly  advised  to 
continue  the  subject  in  other  books 
devoted  to  practical  applications.”), 
in  his  Short  Stories  on  Wealth  series 
which  was  targeted  towards  the  com- 
mon laborer,  and  in  his  own  entrepre- 
neurial endeavors. 


^7iNG  FISHER. 


1930  edition  of  Irving  Fisher’s  The  Stock  Market 
Crash  and  After  from  the  Museum’s  collection. 


In  spite  of  his  amazing  achieve- 
ments, Fisher  was  not  without  flaws. 
He  was  often  described  as  arrogant, 
uncompromising,  and  eccentric.  Allan 
H.  Meltzer  believes  Fisher’s  influence 
with  the  Federal  Reserve  during  the 
early  part  of  the  Great  Depression 
suffered  because  members  of  the  Fed- 
eral Reserve  Board  saw  “...Fisher 
as  a bright  but  annoying  crank.” 


It’s  interesting  that  Fisher  once  met 
with  Albert  Einstein,  another  eccentric 
genius.  Fisher’s  son,  who  was  present 
when  these  two  great  minds  engaged 
one  another,  described  the  meeting 
as  “a  stratospheric  discussion  of  the 
fine  points  of  relativity  [that]  was  too 
erudite  for  me.”  In  one  of  his  continu- 
ous efforts  to  promote  himself  and  his 
work,  Fisher  once,  with  an  air  of  pro- 
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fessorial  authority,  told  a reporter  that 
the  then-popular  song  “Yes  We  Have 
No  Bananas”  is  grammatically  cor- 
rect if  it  is  the  answer  to  the  question, 
“Have  You  No  Bananas?”  (I.N.  Fisher, 
1956,  p.  xi).  Contemporary  readers  of 
the  interview  must  have  wondered 
whether  Fisher  had  all  his  bananas.  Of 
course,  Fisher’s  pronouncements  on 
the  stock  market  during  and  after  the 
Crash  of  '29,  along  with  his  ill-timed 
and  overly  optimistic  book  The  Stock 
Market  Crash — and  After  (published 
February  1930),  only  added  to  his 
reputation  as  an  out-of-touch,  aca- 
demic egghead. 

During  the  prime  of  his  career, 
Fisher  tended  to  neglect  his  academic 
work  in  favor  of  business  pursuits  and 
pet  causes.  One  of  his  inventions,  an 
index  card  system,  led  to  the  found- 
ing of  the  Index  Invisible  Company 
in  1913.  Through  a series  of  mergers. 
Index  Invisible  eventually  became  part 
of  the  Remington  Rand  Corporation, 
and  Fisher  was  rewarded  with  a seat 
on  the  company’s  board  of  directors. 
He  eventually  ended  up  on  the  hoards 
of  several  corporations.  This  activity 
led  to  an  interest  in  the  stock  market 
where,  with  a generous  application  of 
margin,  he  was  able  to  increase  his 
wealth  to  around  $10  million  at  the 
height  of  the  1929  bull  market.  Unfor- 
tunately, after  the  crash,  Fisher  strug- 
gled with  a growing  debt  load  that 
was  relieved  only  through  generous 
loans  from  his  wealthy  sister-in-law. 
When  Fisher  died  in  1 ‘94“’,  Ins  estate 
was  only  worth  about  560,000. 

Fisher  exhibited  an  undying  devo- 
tion to  a number  of  causes.  On  the 
economic  front,  he  fought  for  the 
establishment  of  a stable  dollar  policy 
that  would  allow  the  amount  of  gold 
in  a dollar  to  fluctuate  based  on  the 
change  in  price  of  a basket  of  whole- 
sale goods  (Meltzer,  p.  182).  A long 
struggle  with  tuberculosis  at  the  turn 
of  the  century  converted  Fisher  into 


a lifelong  advocate  of  healthy  liv- 
ing. Fisher  promoted  a life  style  that 
included  a healthy  diet  and  lots  of 
time  outdoors  in  the  fresh  air.  He 
edited  a popular  book  on  health  enti- 
tled How  to  lave  which  went  through 
21  editions  during  Fisher’s  lifetime 
and  sold  more  than  a million  copies. 
He  also  wrote  articles  on  diet  for  the 
Yale  Medical  Review  and  The  Journal 
of  the  American  Medical  Association. 
His  advocacy  of  a healthy  life  style 
led  him  to  support  Prohibition  and 
oppose  smoking.  He  was  also  a strong 
supporter  of  the  League  of  Nations, 
and  continued  to  support  involvement 
in  the  League  long  after  it  was  clear 
that  the  United  States  would  never 
become  a part  of  it.  Fisher  was  also  an 
enthusiastic  supporter  of  eugenics  and 
was  active  in  the  eugenics  movement 
in  the  United  States. 

Irving  Fisher  once  wrote,  “Perhaps 
I'm  a Don  Quixote,  but  I'm  trying  to 
be  a Paul  Revere”  (I.N.  Fisher,  1956, 
p.  313).  Unfortunately,  his  crusading 
efforts  seldom  rose  above  tilting  at 
windmills.  Had  he  focused  more  of  his 
energ)  on  his  academic  career,  Fisher 
might  have  left  a cadre  of  mentors  to 
carry  on  his  work,  bur  his  preoccupa- 
tion with  his  various  crusades  along 
with  his  business  interests  precluded 
such  a thing  from  happening.  In  the 
1930s,  Fisher’s  influence  was  over- 
shadowed by  the  rise  ot  Keynesian 
economics,  and  his  role  as  a leading 
economist  faded  away.  Nevertheless, 
we  are  eternally  indebted  to  Irving 
Fisher  for  his  matchless  contributions 
to  economics  and  finance.  When  we 
analyze  the  profitability  of  a capital 
project,  we  can  thank  Irving  Fisher  for 
his  explanation  of  the  appropriateness 
of  the  net  present  value  method;  when 
we  check  an  index  to  see  how  the  stock 
market  is  doing  or  to  check  on  the 
change  in  the  Consumer  Price  Index, 
we  can  thank  Irving  Fisher  for  his  pio- 
neering work  on  indexes;  and  when  we 


hear  a report  on  changes  in  inflation 
on  the  evening  news,  we  can  thank 
Irving  Fisher  for  his  pioneering  work 
on  interest  rates  and  inflation.  Ha 

Brian  Grinder  is  a professor  at  Eastern 
Washington  University  and  a member 
of  Financial  History’s  editorial  hoard. 
Dr.  Dan  Cooper  is  the  president  of 
Active  Learning  Technologies. 
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By  Woody  Holton 

Thousands  of  American  soldiers 
and  statesmen  had  to  abandon  their 
families  for  extended  periods  during 
the  American  War  of  Independence, 
but  few  stayed  away  as  long  as  John 
Adams,  who  spent  most  of  the  decade 
from  1774  to  1784  away  from  his 
wife  Abigail.  Like  many  of  the  other 
absentees,  Adams  asked  his  spouse 
to  manage  his  finances  as  well  as  his 
farm.  And  that  led  to  one  of  their  few 
great  quarrels. 

In  the  fall  of  1783,  still  in  Europe 
after  helping  negotiate  the  Paris  Peace 
Treaty  that  secured  American  indepen- 
dence, John  instructed  his  wife  to  find 
out  what  price  two  of  his  neighbors 
would  take  for  their  farms.  Respond- 
ing in  January  1784,  Abigail  agreed  to 
sound  the  two  men  out.  But  she  added, 
“There  is  a method  of  laying  out  money 
to  more  advantage  than  by  the  purchase 
of  lands,”  namely  “State  Notes.” 

Speculators  were  buying  a Massa- 
chusetts government  security  called  the 
Consolidated  Note  at  about  one-third 
of  its  face  value.  Bondholders  received 
the  standard  six  percent  interest  every 
year,  but  the  interest  was  based  on  the 
bonds’  face  value,  not  what  had  been 
paid  for  them. 

So  the  owners  of  Consolidated 
Notes  earned  18  percent  on  their 
investment  every  year. 

The  following  summer  Abigail 
Adams  finally  joined  her  husband  in 
Europe.  Before  sailing  she  turned  the 
management  of  his  affairs  over  to  her 
uncle  Cotton  Tufts,  a physician  in 
Weymouth,  Massachusetts.  In  Sep- 
tember 1784  John  instructed  his  new 
agent  to  purchase  a farm  from  a cou- 
ple who  lived  near  his  Braintree  home, 
William  and  Sarah  Vesey.  Three  days 
later,  in  her  own  letter  to  Tufts,  Abi- 
gail pleaded  with  him  not  to  buy  the 
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farm.  "Veseys  place  is  poverty,”  she 
wrote,  “and  1 think  we  have  enough 
of  that  already.” 

Tufts  did  not  make  the  purchase. 

Abigail  may  or  may  not  have  told 
John  she  had  countermanded  his 
instructions,  but  on  April  24,  1”85, 
John  started  a letter  to  Tufts  by  repeat- 
ing his  earlier  directive  to  buy  the 
farm.  He  was  to  use  £200  (sterling)  of 
Adams's  funds.  Later  in  the  same  letter, 
however,  John  wrote,  “Shewing  what  I 
had  written  to  Madam  she  has  made 
me  sick  of  purchasing  Veseys  Place. 
Instead  of  that  therefore”  Tufts  was  to 
use  the  £200  to  purchase  "such  Notes 
as  you  judge  most  for  my  Interest.” 

Like  the  Consolidated  Notes  Abi- 
gail had  urged  on  John  a year  ear- 
lier, the  "Notes”  she  persuaded  him, 
midletter,  to  purchase  in  April  1785 
were  depreciated  government  securi- 
ties. During  the  American  Revolution, 
the  United  States  government  and  the 
13  states  adopted  the  time-honored 
practice  of  funding  their  armies  partly 
by  selling  war  bonds.  In  the  final  years 
of  the  conflict.  Congress  and  the  state 
legislatures  were  so  strapped  for  cash 
that  they  also  handed  out  securities  to 
soldiers  and  suppliers  who  otherwise 
would  have  received  nothing. 

Most  of  the  soldiers,  farmers  and 
crossroads  traders  to  whom  these  cer- 
tificates were  disbursed  were  so  des- 
perate for  actual  gold  and  silver  that 
they  resold  them  to  speculators  at  a 
fraction  of  their  face  value,  creating 
opportunities  for  people  such  as  the 
Adamses  who  had  access  to  precious 
metals.  While  thousands  of  original 
recipients  held  on  to  their  bonds  (Rob- 
ert E.  Wright,  “Cementing  the  Union,” 
Financial  History  #90  | Spring  2008], 
14-18.),  most  of  the  value  of  the  pub- 
lic debt  concentrated  in  the  hands  of  a 
narrow  close  of  securities  speculators. 

Abigail’s  conviction  that  bonds 


were  a better  investment  than  farm- 
land even  led  her  to  the  extremely 
rare  step  of  openly  criticizing  John  to 
a third  person.  In  October  1790,  she 
informed  her  sister  Mary  Cranch  that 
if  she  and  her  uncle  “had  been  left  to 
the  sole  management  of  our  affairs, 
they  would  have  been  upon  a more 
profitable  footing.  In  the  first  place  1 
never  desired  so  much  land  unless  we 
could  have  lived  upon  it.  The  money 
paid  for  useless  land  1 would  have 
purchase[d]  publick  securities  with.” 
She  lamented  that  "in  these  ideas  I 
have  always  been  so  unfortunate  as  to 
differ  from  my  partner.” 

Why  did  John  and  Abigail  Adams, 
who  agreed  on  so  much,  differ  so 
starkly  on  the  issue  of  speculation? 
One  reason  Abigail  was  eager  to  con- 
tinue investing  in  government  securi- 
ties was  that  she  had  been  succeeding 
at  it  since  the  summer  of  1777,  when 
she  bought  her  first  £100  (Massachu- 
setts currency)  federal  Loan  Office 
certificate.  She  paid  for  the  bond  using 
paper  money  that  had  depreciated 
to  about  one-fourth  of  its  face  value, 
meaning  that  it  would  have  bought 
only  25  pounds’  worth  of  gold  or  sil- 
ver. Adams  purchased  this  first  bond 
as  a hedge  against  inflation;  the  price 
of  federal  securities  was  falling  during 
the  summer  of  1777  but  nowhere  near 
as  quickly  as  the  value  of  Continental 
and  state  paper  money. 

Shortly  after  Adams’s  purchase, 
Congress  decided  to  disburse  interest 
on  Loan  Office  certificates  using  bills 
of  exchange  that  were  worth  their  face 
value  in  gold  or  silver,  so  she  earned 
an  astronomical  24  percent  return  on 
her  initial  investment  every  year.  By 
March  1782,  four  and  a half  years 
after  her  purchase,  she  had  collected 
about  £27  in  interest,  earning  back 
more  than  she  had  invested  without 
touching  the  principal. 


Even  before  turning  this  handsome 
profit,  Abigail  had  demonstrated  that 
she  was  simply  less  risk  averse  than  her 
husband.  She  once  justified  another 
speculative  venture — in  disputed  Ver- 
mont land  titles  — by  reminding  John 
of  the  old  adage,  “Nothing  venture 
nothing  have.”  Her  husband’s  reply 
was  curt:  “don’t  meddle  any  more 
with  Vermont.” 

John  Adams  considered  land  safer 
for  the  nation  as  well  as  for  the  man. 
His  classical  republicanism  gave  him 
a deep  suspicion  of  bond  speculators, 
a narrow  faction  that  possessed  the 
motivation  and  clout  to  manipulate 
the  government  in  its  favor.  Like  other 
adherents  to  the  so-called  Real  Whig 
or  Country  ideology,  Adams  some- 
times lapsed  into  anti-Semitism.  Bond 
traders,  he  told  Thomas  Jefferson  in 
June  1786,  were  nothing  but  “Jews 
and  Judaizing  Christians”  who  were 
“Scheming  to  buy  up  all  our  Conti- 
nental Notes  at  two  or  three  shillings 
in  a Pound,  in  order  to  oblige  us  to  pay 
them  at  twenty  shillings  a Pound.” 

The  ideal  Adams  constantly  held 
before  himself  was  the  virtuous  Roman 
senator,  whose  vote  was  not  for  sale 
because  his  landed  estate  ensured  his 
financial  independence.  To  an  extent 
that  has  not  been  recognized,  Adams 
partook  of  Jefferson’s  pastoral  con- 
viction that  “Those  who  labour  in 
the  earth"  were  “the  chosen  people 
of  God.” 

Like  many  of  his  contemporaries, 
even  Alexander  Hamilton,  Adams  also 
criticized  stockjobbing  from  a liberal- 
capitalist  perspective.  Speculators,  he 
believed,  wrecked  the  economy  by 
diverting  capital  away  from  ventures 
such  as  shipbuilding  and  livestock 
raising  that  added  to  the  nation’s 
wealth  rather  than  simply  redistribut- 
ing it.  “While  a Bit  of  Paper  can  be 
bought  for  five  shillings  that  is  worth 
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RECEIVED  of  NATHANIEL  APPLETON, 

COMMISSIONER  of  L 0 A N S in  the  S T A T E of  MASSACHUSETTS, 
the  following  Certificates  viz. 

/ Certificate  bearing  fntereft  at  fix  per  Cent,  per  Annum  from  the  firft'day  of  January  1792, -v 

payable  quarter  yearly,  and  redeemable  by  Payments  not  exceeding  in  one  year  the  Proportion  of  C /°//0  / . n.7  /J 

Eight  Dollars  upon  a hundred  on  account  of  Principal  and  lntereft.  J 

/ Certificate  bearing  the  like  Intercft  from  the  firft  day  of  January  1801,  and  fubjefl  to  be  J ^ ^ , ‘V'V 

redeemed  in  like  manner.  / / 

/ 

paya 


/ Certificate  bearing  Intereft  at  thru  per  Cent,  per  Annum,  from  the  firft  day  of  January  179:,  7 ^ o r />  X~ 
payable  quarter  yearlv,  and  redeemable  at  the  pleafure  of  the  United  States.  * t / , l-  is 

One  Special  Certificate  for  the  Balance  no:  ailumabte - 3 If  , „ 4 


Amounting  in  the  whole 
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being  in  full  of  the  Certificates  of  Debt  due  by  the  State  of  MafTachufetts  as  contained  in  a 
Statement  of  this  Date,  Numbered  Q O)  /)  for  which  I have  figned  Duplicate  Receipts. 
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Receipt  from  Abigail  Adams  for  US.  Treasury  bonds , August  21,  1792.  Her  trustee  signed  this 
receipt  when  the  federal  government  “funded"  ( refinanced ) her  Massachusetts  state  bonds. 


twenty,”  he  wrote  Jefferson  in  July 
1786,  “all  Capitals  will  be  employed 
in  that  Trade,  for  it  is  certain  there  is 
no  other  that  will  yeild  four  hundred 
Per  Cent  Profit.” 

For  Abigail  that  was  just  the  point: 
bonds  were  a “much  more  productive” 
investment  than  land.  (Years  later  John 
acknowledged  that  the  annual  return 
on  his  farms  had  never  exceeded  two 
percent.)  As  she  saw  it,  John  had  given 
the  United  States  the  best  years  of  his 
life,  forgoing  a lucrative  legal  career, 
and  the  Adamses  were  entitled  to  more 
than  his  paltry  government  salary. 
During  the  war,  when  she  established 
herself  as  an  import  merchant — she 
instructed  John  to  send  some  of  his 
salary  home  from  Europe  in  the  form 


of  handkerchiefs,  lace  and  other  finery 
that  she  profitably  retailed — Adams 
had  no  compunction  about  telling 
him  to  ship  some  of  these  items  at 
government  expense.  She  seems  to 
have  viewed  bond  speculation  as  a 
similar  method  of  nudging  her  family’s 
compensation  in  the  direction  of  what 
a more  grateful  nation  would  have 
cheerfully  granted. 

In  May  1785,  Abigail  Adams  began 
playing  the  bond  market  on  her  own. 
She  sent  £50  (Massachusetts  currency) 
to  Cotton  Tufts,  telling  him,  “With  this 
money  which  I call  mine  I wish  you  to 
purchase  the  most  advantageous  Bills 
and  keep  them  by  themselves.” 

Under  the  English  common-law 
theory  of  coverture,  which  remained 


in  force  throughout  the  United  States 
until  long  after  Abigail’s  death,  every 
woman  was,  in  the  law  French  of 
the  day,  either  a feme  sole  (spinster 
or  widow)  or  a feme  covert  (wife). 
Married  women’s  property,  as  Adams 
complained  in  a June  1782  letter  to 
her  husband,  was  “subject  to  the 
controul  & disposal  of  our  partners, 
to  whom  the  Laws  have  given  a sover- 
ign  Authority.”  Abigail’s  critique  of 
coverture  is  well  known,  but  she  was 
actually  not  content  merely  to  register 
her  objections.  She  turned  her  own 
household  into  a laboratory  where 
she  could  test  out  a more  equitable 
arrangement. 

Adams  understood  that  the  moment 
she  bought  something  useful  with 
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her  money,  it  would  pass  firmly  into 
John's  possession.  She  was  not  averse 
to  disbursing  these  funds  for  her  hus- 
band's benefit,  but  only  if  she  received 
something  in  return.  At  the  end  of 
1783,  a nearby  farm  came  on  the  mar- 
ker. Abigail  told  John  she  was  willing 
to  use  £100  (sterling)  of  the  money  she 
called  her  own  to  buy  it — bur  only  if 
he  would  "come  home,  take  the  Farm 
into  your  own  hands  and  improve  it, 
let  me  turn  dairy  woman,  and  assist 
you  in  getting  our  living  this  way; 
instead  of  running  away  to  foreign 
courts  and  leaving  me  half  my  Life  to 
mourn  in  widowhood.” 

Adams  emphasized  that  she  was 
offering  her  husband  a loan,  not  a 
gift.  And  if  John  could  not  agree  to 
her  terms,  she  declared,  this  was  a 
“deposit  1 do  not  chuse  (sic)  to  touch.” 
In  the  eyes  of  the  common  law,  she 
was  trying  to  bribe  her  husband  with 
a loan  from  his  own  funds. 

John  did  not  return  to  Braintree 
in  I ”84,  and  Abigail  did  not  buy  the 
farm.  Instead,  as  already  noted,  she 
purchased  war  bonds  of  her  own. 

Abigail’s  determination  to  treat 
some  of  her  husband’s  money  as  her 
own  may  supply  clues  about  why  she 
and  John  could  not  agree  on  how  to 
invest  his  funds.  She  was  much  less 
anxious  than  he  was  about  the  effect 
of  the  family’s  investments  on  its  civic 
virtue.  She  enjoyed  the  use  of  her 
family’s  property,  and  she  evidently 
derived  satisfaction  from  successfully 
investing  it.  Yet  as  long  as  her  hus- 
band lived  (and,  as  it  turned  out,  he 
outlived  her),  she  would  remain  a 
feme  covert  and  could  never  experi- 
ence the  peculiar  pleasures  of  owning. 
Entitled  to  use  and  charged  with  man- 
aging property  that  she  could  never 
actually  possess,  Adams  cared  less 
about  what  form  the  family’s  assets 
took  than  about  the  rate  of  return. 


The  ef  fect  of  gender  on  the  Adamses' 
conflicting  attitudes  toward  bond 
trading  must  not  be  exaggerated.  Like 
John,  Abigail  admired  Roman  virtue 
(indeed  she  assumed  the  pen  name 
Portia,  the  wife  of  Brutus)  and  took 
pride  in  the  sacrifices  she  made  for  her 
country.  And  securities  speculation, 
far  from  being  a female  preserve,  was 
almost  entirely  dominated  by  men. 
One  of  Abigail’s  more  extreme  finan- 
cial proposals,  "selling  our  House  in 
Boston  & investing  the  money  in  [gov- 
ernment) Notes,”  was  echoed  three 
years  later  by  her  oldest  son,  John 
Quincy  Adams. 

And  yet  even  Abigail  felt  somewhat 
queasy  about  speculating.  She  often 
referred  to  her  securities  trades  euphe- 
mistically and  at  one  point  suggested 
to  her  uncle  that  he  mask  her  stock- 
jobbing by  putting  her  certificates  "in 
your  own  Name.”  (Tufts  replied  that 
this  scheme  was  unworkable;  Abi- 
gail would  have  to  find  some  other 
way  to  “conceal  the  Name”  of  the 
actual  owner  of  the  bonds.)  At  least 
on  a rhetorical  level,  Abigail  shared 
John's  repugnance  for  speculation  and 
denounced  it  in  others  — particularly 
m her  son-in-law,  William  Smith,  who 
was  notably  bad  at  it — even  as  she 
continued  to  speculate. 

And  we  do  well  to  remember  that 
for  all  of  John’s  denunciations  of 
speculators,  lie  did  allow  Abigail  to 
make  him  one.  It  was  another  useful 
role  she  played  in  their  relationship: 
the  devil  who  made  him  do  it. 

On  February  22,  1790,  the  U.S. 
House  of  Representatives  concluded 
its  debate  on  a proposal  by  James 
Madison  to  deprive  stockjobbers 
of  some  of  their  anticipated  prof- 
its. Under  Madison’s  plan,  when  the 
government  redeemed  war  bonds,  it 
would  discriminate  against  specula- 
tors, forcing  them  to  share  the  pro- 


ceeds with  the  original  owners  of  their 
bonds.  As  House  clerk  John  Beckley 
called  the  roll  and  recorded  the  votes 
on  Madison’s  amendment,  there  was  a 
first-time  guest  in  the  gallery:  the  vice 
president’s  wife,  Abigail  Adams. 

The  vote  on  Madison's  proposal 
was  13  for,  36  against. 

In  addition  to  earmarking  funds  to 
pay  interest  to  all  federal  bondhold- 
ers, including  speculators.  Congress 
complied  with  Secretary  of  the  Trea- 
sury Alexander  Hamilton’s  suggestion 
that  it  assume  responsibility  for  the  13 
state  governments’  debts.  By  August 
1792,  when  Adams  converted  her 
Massachusetts  government  bonds  into 
new  federal  securities  in  the  amount 
of  $2,816,  their  market  value  had 
already  appreciated  to  approximately 
six-sevenths  of  the  face  value,  or 
about  $2,400.  Cotton  Tufts,  to  whom 
the  new  bonds  were  delivered,  signed 
the  receipt  as  "Trustee  to  Mrs.  Abigl. 
Adams,”  indicating  that  she  contin- 
ued to  segregate  her  assets  from  her 
husband’s. 

By  this  time  John  Adams’s  new  fed- 
eral bonds  were  also  worth  about  six- 
sevenths  of  their  $4,840  face  value, 
or  approximately  $4,100.  He  and  his 
wife  earned  a return  on  their  initial 
investment  that  far  exceeded  the  “four 
hundred  Per  Cent  Profit”  John  had 
once  denounced  bond  speculators  for 
taking. 

The  couple  owed  these  windfalls  to 
Abigail’s  unwillingness  to  accept  the 
inferior  status  conferred  on  her  by  the 
common  law.  During  the  same  years 
when  she  penned  the  pronouncements 
that  have  made  her  a feminist  icon,  she 
also  asserted  herself  within  her  own 
household,  not  only  managing  the 
family  assets  more  profitably  than  her 
husband  would  have,  but  also  claim- 
ing some  of  that  property  as  her  own. 

continued  on  page 
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By  John  F.  Wasik 

Millions  of  homes  in  foreclosure. 
Bank  failures  left  and  right.  Washing- 
ton in  a tizzy  over  whom  to  rescue  first 
and  whom  to  blame.  It’s  not  2008,  but 
1932  and  the  devil  du  jour  is  not  some 
Wall  Street  CEO  or  treasury  secretary, 
but  Chicago  financier  Samuel  Insull, 
whose  securities  became  worthless 


during  the  Great  Depression,  leaving 
600,000  investors  in  the  lurch. 

Insull,  whose  utilities  empire  fail- 
ure— the  largest  in  American  his- 
tory at  the  time  (recently  eclipsed  by 
the  bankruptcy  of  Lehman  Broth- 
ers)— launched  a raft  of  New  Deal 
reforms  but  is  little  remembered  some 
150  years  after  his  birth.  Yet  his  star- 
tling rise  from  Thomas  Edison’s  fac- 


totum to  the  billionaire  mogul  of  one 
of  the  nation’s  largest  utility  combines 
holds  many  lessons  for  today. 

Unlike  the  CEOs  of  today,  who 
walk  away  from  corporate  shipwrecks 
with  tens  of  millions  of  dollars  in 
compensation,  Insull  died  broke,  hav- 
ing lent  his  own  money  and  gone  into 
debt  to  save  his  companies  before  they 
fell  into  receivership  in  1932.  Having 


Financial  History  ~ Fall  2008 


WWW.FINANCIALHISTORY.ORG 


Bettmann/CORBIS 


felt  he  had  done  all  he  could  ro  rescue 
them  with  his  personal  capital,  he  left 
the  country  until  he  was  extradited 
from  Turkey  to  the  U.S.  in  1934. 

Like  today’s  hedge  funds  and  even 
the  seized  mortgage  entities  Freddie 
Mac  and  Fannie  Mae,  Insull’s  pyramid 
of  holding  companies  that  provided 
power  and  light  to  some  60,000  com- 
munities across  the  Eastern  and  Mid- 
western U.S.  were  little  understood 
and  barely  regulated.  The  accounting 
for  his  empire  was  opaque  and  annual 
reports  from  the  1920s  told  investors 
little  about  how  the  entities  were  capi- 
talized. Because  they  were  pyramided 
and  cross-financed  with  other  holding 
company  stock,  his  entities  were  the 
collateralized  mortgage  obligations  of 
that  time  — and  became  just  as  toxic 
to  investors. 

At  his  first  federal  trial  in  Chi- 
cago— in  the  same  courtroom  and 
presided  over  by  the  same  judge 
who  heard  the  tax-evasion  case  of  Al 
Capone  — the  jury  was  flummoxed 
when  the  forensic  evidence  was  pre- 
sented of  how  money  flowed  in  and 
out  of  Insull's  various  companies.  It 
was  clear  that  some  stock  manipula- 
tion had  taken  place  and  Instill  had 
cloaked  the  true  crisis  from  investors, 
although  most  of  it  was  legal  in  the 
pre-New  Deal  era. 

After  prosecutors  paraded  a host  of 
witnesses  — including  elderly  investors 
who  had  lost  their  life  savings  — Instill 
took  the  stand  and  recounted  the 
incredible  personal  saga  of  how  he 
went  front  being  an  impoverished 
clerk  in  London  to  the  man  respon- 
sible for  bringing  electricity  to  the 
modern  metropolis  on  a large  scale. 
Jurors  and  lawyers  wept.  Insull  had 
not  only  gone  down  with  his  ship  by 
pledging  his  entire  fortune  to  save  it, 
he  had  donated  the  last  year  of  his 
salary  to  charity.  His  testimony  had 


turned  the  trial  around  and  cemented 
his  acquittal  in  three  separate  trials. 

Although  generations  later  his  name 
would  still  be  reviled,  Insull’s  role  in 
financial  history  has  been  obscured  by 
the  consequences  of  the  Depression. 
Born  of  the  Insull  debacle  and  other 
financial  failures  of  the  time,  the  Secu- 
rities and  Exchange  Acts  were  created 
by  FDR’s  administration  to  protect 
investors.  The  Public  Utilities  Holding 
Company  Act,  on  the  books  until  it 
was  repealed  last  year,  was  designed 
to  break  up  Insull-style  holding  com- 
panies and  prevent  their  comeback. 
Investors  would  be  able  to  tell  what 
their  brokers  were  selling  them.  Com- 
panies were  forced  ro  disclose  fully 
how  they  were  capitalized,  operated 
and  structured. 

Insull’s  most  enduring  legacy, 
though,  is  that  the  entire  regulated 
electrical  grid — called  “superpower” 
in  the  1920s  while  championed  and 
expanded  by  Insull  — is  still  based  on 
his  model.  Most  electricity  throughout 
the  industrialized  world  is  generated 
by  burning  coal  in  central  stations,  an 
idea  seeded  by  Edison,  Westinghouse 
and  the  genius  engineer  Nicola  Tesla, 
but  financed,  sold  and  institutional- 
ized by  Insull. 

insull  L&avcs  E.dis©n 
f©r  Chicago 

Having  learned  the  electrical  business 
as  Edison’s  secretary,  the  Wizard  of 
Menlo  Park  dispatched  Insull  to  run 
his  fledgling  manufacturing  operation 
in  the  1 880s.  The  complex,  based  in  an 
old  locomotive  plant  in  Schenectady, 
New  York,  would  later  become  rhe 
General  Electric  Company. 

Unlike  Edison,  who  was  a poor 
manager  of  personal  and  corporate 
business  details  (Insull  had  to  send  out 
Edison's  dry  cleaning),  Insull  had  a true 


genius  for  management  and  organiza- 
tion. Not  only  did  he  answer  Edison's 
voluminous  correspondence,  he  would 
later  organize  the  finances  of  his  scat- 
tered lighting,  phonograph  and  electri- 
cal equipment  companies.  Insull's  abili- 
ties to  streamline  the  chaotic  Edison 
bookkeeping,  pay  bills,  run  accounts 
receivable  and  arrange  new  financing 
from  investors  such  as  Henry  Villard 
and  J.P.  Morgan  made  the  difference 
between  failing  and  creating  a group  of 
sound  companies  that  were  later  con- 
solidated by  Morgan  and  his  interests 
into  General  Electric  in  1892. 

Morgan,  who  had  little  interest  in 
making  Edison’s  brilliant  secretary 
a chief  executive  of  GE,  passed  over 
Insull  when  a new  electrical  manu- 
facturing colossus  was  created  with 
the  merger  of  rhe  former  competi- 
tor Thomson-Houston.  Ironically,  the 
predecessor  company,  Edison  General 
Electric,  would  have  failed  because 
it  embraced  inefficient  direct  current 
technology,  despite  Insull’s  insistence 
that  Edison  manufacture  alternat- 
ing current  equipment,  the  standard 
for  long-distance  power  transmission 
today.  At  a going-away  party  at  New 
York's  Delmonico’s  that  included  Edi- 
son and  the  Morgan  bankers,  Insull 
cheekily  declared  that  the  revenues 
of  Chicago  Edison,  a tiny  electrical 
generation  company  he  had  agreed  to 
head,  would  exceed  those  of  GE. 

At  the  time,  Insull’s  boast  sounded 
preposterous.  Chicago  Edison  had  one 
building  that  did  triple  duty  as  its  head- 
quarters, dynamo  room  and  coal  bit:. 
Having  accepted  the  Chicago  job  for 
$12,000 — a drastic  pay  cut  compared 
to  the  $36,000  he  was  making  with 
GE — he  knew  that  electrical  rates  were 
uncompetitive  with  gas  when  he  arrived 
in  the  Windy  City.  In  fact,  power  at 
rhe  time  cost  50  percent  more  than  the 
dim,  dangerous  gas  used  to  illuminate 
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most  homes  and  buildings.  He  then 
proceeded  to  cut  electrical  rates  to  20 
cts/kWh  and  kept  on  cutting  until  he 
reached  2lh  cts/kWh;  in  October  Con- 
solidated Edison  charged  New  York 
residents  8.6  cts/kWh. 

Chicago  was  the  fastest-growing  city 
in  the  world  when  Insull  came  to  town. 
Its  rail  connections,  slaughterhouses, 
steel  mills  and  skyscrapers  were  burst- 
ing with  new,  unbridled  commercial 
vitality,  having  rebounded  in  a spectac- 
ular fashion  from  a fire  that  devastated 
center  city  in  1871.  Although  it  was 
trying  to  present  the  face  of  modernity 
by  entertaining  some  21  million  visitors 
during  the  World’s  Columbian  Expo- 
sition in  1893,  Chicago  was  a scene 
of  contrasts.  Designed  by  Frederick 
Law  Olmsted  and  Daniel  Burnham, 
the  gleaming  White  City  with  its  com- 
bination of  Beaux  Arts  facades,  electric 
trolleys  and  a Midway  with  a giant  Fer- 
ris Wheel  sported  thousands  of  things 
most  Americans  had  never  seen  on  such 
a scale:  electric  light  bulbs  and  motors. 

Nicola  Tesla  was  also  there  to  dem- 
onstrate the  spectacle  of  running  a 
million  volts  through  the  third  rail  of 
his  lanky  frame  in  the  Westinghouse 
exhibit.  (It  helped  immensely  that  he 
was  wearing  rubber  boots  during  his 
show.)  After  the  fair,  nearly  every  major 
city  would  see  the  eminent  usefulness  of 
his  idea,  alternating  current,  and  wire 
their  cities  using  his  technology. 

Insull’s  Chicago  Edison  company 
and  subsequent  acquisitions  created 
the  modern  electrical  system,  built 
through  the  “gospel  of  consump- 
tion.” The  more  power  consumed 
(the  “load”),  the  more  the  economies 
of  scale  could  reduce  the  price  of 
electricity.  As  capital  started  flowing 
in,  he  reinvested  the  money  in  ever 
larger  power  plants.  He  staked  his 
entire  business  on  the  maiden  start- 
up of  a turbo-generator  at  his  Fisk 
Street  plant  in  1903.  The  behemoth, 
tiny  by  today’s  standards,  combined 
a turbine  with  a dynamo.  Steam  cre- 
ated by  a coal-fired  boiler  would  turn 
the  turbine.  Prior  to  this  technology, 


inefficient  steam  engines  would  be 
connected  by  belts  and  pulleys  to 
dynamos.  Insull’s  successful  imple- 
mentation of  the  turbogenerator  was 
the  equivalent  of  jumping  from  earth 
orbits  to  a moon  landing.  The  plant 
still  generates  electricity  today. 

Insull  grew  his  empire  by  consolidat- 
ing puny  Chicago  Edison  with  other 
small  generating  companies.  His  aggres- 
sive mergers  and  marketing  worked  as 
he  gave  away  flatirons,  cut  deals  to  wire 
homes  and  factories  and  unleashed  his 
powerful  promotional  machine  whose 
credo  was  “early  to  bed,  early  to  rise, 
advertise,  advertise,  advertise!”  In  1892, 
his  company  had  5,000  customers;  14 
years  later  he  had  200,000.  Along  the 
way  Insull  brought  in  power  meters, 
created  state  utility  commissions,  built 
the  Chicago  opera  house  and  financed 
dozens  of  charities. 

Financial  innovations 

Turning  his  back  to  Wall  Street,  Insull 
relied  upon  Chicago  investors  and  his 
own  financing  innovations  such  as  the 
open-ended  mortgage,  a line  of  credit, 
to  provide  capital  for  his  growing 
empire.  He  enlisted  the  clout  of  local 
business  leaders  such  as  Marshall 
Field,  the  department  store  titan,  and 
Robert  Todd  Lincoln,  the  prominent 
lawyer  and  oldest  son  of  the  president. 
Also  possessing  a keen  political  savvy, 
he  wanted  to  deflect  the  growing 
criticism  from  political  progressives 
against  privately-owned  utilities.  Prior 
to  Insull’s  arrival,  Chicago  was  domi- 
nated by  businessmen  such  as  Charles 
Yerkes,  who  routinely  and  openly 
bribed  the  Chicago  City  Council  to 
renew  franchises  for  the  city’s  trolley 
system.  Yerkes,  who  was  later  run 
out  of  town  for  his  corrupt  practices, 
was  notorious  for  his  method  of  doing 
business  through  “boodling.”  Insull 
wanted  to  avoid  the  graft  that  was 
part  and  parcel  of  Chicago  commer- 
cial life,  often  raising  the  hackles  of 
greedy  politicians. 

Insull  defied  convention  in  1898 


by  suggesting  to  his  industry  trade 
association,  the  forerunner  of  the  Edi- 
son Electric  Institute,  that  utilities  be 
regulated  by  state  commissions,  which 
would  review  and  establish  power 
rates.  This  clever  move  somewhat 
allayed  the  fears  of  Progressives  that 
private  companies  would  fleece  power 
customers.  This  regulatory  system, 
still  largely  in  place  today,  took  hold. 
By  1916,  33  states  had  power  com- 
missions. Where  they  existed,  custom- 
ers generally  felt  that  electricity  was 
being  fairly  priced. 

The  regulatory  oversight  also  allowed 
the  private  generators  to  raise  capital 
more  easily.  Since  investors  knew  what 
power  rates  were  for  a given  period  of 
time  that  would  essentially  lock  in  rates 
of  return  and  dividends.  The  transpar- 
ency also  ensured  that  power  companies 
could  borrow  at  lower  interest  rates, 
which  Insull  took  advantage  of  at  every 
opportunity  as  he  expanded  his  system. 
The  financial  integrity  of  private  utili- 
ties became  a known  quantity,  enabling 
the  firms  to  issue  more  bonds  and  pay 
regular,  healthy  dividends.  Regulation 
thus  cemented  the  long-held  perception 
that  utilities  were  sound  investments. 

As  regulation  facilitated  greater 
access  to  capital  investment,  power 
use  exploded.  During  the  Insull  years, 
Chicago  became  the  most  energy- 
intensive  place  on  the  planet.  Electric 
streetlights  replaced  gas  lamps.  Horse- 
drawn  carriages  and  trolleys  were 
scrapped  for  clean,  electric  motor- 
driven  systems.  Offices  and  factories 
improved  their  lighting  and  replaced 
steam-driven  pulley  systems  with  elec- 
tric motors.  Productivity  boomed. 
Landlords  and  homeowners  availed 
themselves  of  the  latest  technology: 
electric  fans,  irons  and  stoves. 

The  Insull  innovations  led  to  expo- 
nential increases  in  power  consump- 
tion. Power  use  went  from  5.9  [mil- 
lion] kWh  in  1907  to  75.4  million 
kWh  in  1927,  according  to  the  Edison 
Electric  Institute.  As  electricity  use 
increased,  its  cost  declined  55  percent 
during  that  period. 
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Growth  of  the  Utility 
Holding  Company 

After  World  War  I and  a recession, 
U.S.  economic  growth  in  the  Roar- 
ing ’20s  demanded  even  more  power. 
As  Americans  bought  cars,  homes 
and  appliances  en  masse,  they  began 
to  expect  reliable,  24-hour  electrical 
service  in  urban  and  suburban  areas; 
most  of  rural  America  was  still  un- 
elecrrified  in  1920.  The  Jazz  Age  was 
about  moving  to  the  city  for  a better- 
paying job  in  a well-lit  office  or  fac- 
tory, going  to  a speakeasy  and  having 
disposable  income  to  spend  on  great 
new  luxuries  like  refrigerators  and 
curling  irons. 

The  power  industry,  having  been 
organized  into  operating  companies 
and  owned  by  holding  companies 
through  stock  transactions,  grew 
into  vast  investment  labyrinths.  This 
allowed  a handful  of  investors  to 
control  several  power  producers  with 
relatively  little  capital.  By  1930,  for 
example,  Insull  controlled  assets  of 
companies  in  32  states  worth  about 
half  a billion  dollars,  with  a $27  mil- 
lion initial  investment. 

Rather  than  diffusing  corporate 
control,  holding  companies  concen- 
trated it.  By  1932,  only  eight  compa- 
nies dominated  three-quarters  of  the 
power  industry,  including  the  largest 
such  entity,  the  GE-Morgan  combine 
Electric  Bond  &:  Share.  Prior  to  the 
Crash  of  1929,  180  holding  compa- 
nies controlled  more  than  4,000  oper- 
ating companies. 

When  the  stock  market  is  rising, 
as  it  did  until  October  1929,  hold- 
ing company  executives  could  finance 
operating  companies  with  stock  trans- 
actions. But  when  the  value  of  the 
stock  that  was  being  used  as  collateral 
for  bank  loans  declined,  holding  com- 
panies collapsed  since  they  were  nor 
backed  by  any  other  assets. 

Such  was  Insult’s  dilemma  as  he 
scrambled  to  keep  the  prices  of  his 
holding  firms  from  freefalling  by  buy- 
ing shares  on  the  open  market.  As 


Insull  was  opening  his  glistening  new 
opera  house  in  Chicago  (the  hoi  polloi 
hated  the  seating  arrangements),  he 
was  busy  relaying  orders  to  his  bro- 
kers to  curb  a total  rout.  From  the  end 
of  1929  to  1932,  he  had  sent  legions 
of  his  employees  out  on  the  streets  to 
sell  his  holding  company  securities, 
giving  investors  the  idea  that  the  divi- 
dends and  earnings  w'ere  secure.  Hav- 
ing been  called  to  the  White  House  by 
President  Hoover,  like  many  execu- 
tives of  the  rime,  he  believed  that  the 
downturn  would  be  short  lived.  His 
operating  companies  kept  expanding 
and  hiring  during  that  time. 

Yet  when  Insull’s  main  holding 
companies  entered  receivership  in 
1932,  wiping  out  life  savings  and 
some  600,000  investors,  Insull  over- 
night became  the  Simon  Legree  of  the 
business  world.  Decamping  to  Europe 
after  he  resigned  from  all  of  his  com- 
panies certainly  didn’t  burnish  his 
public  persona.  Roosevelt  seized  upon 
the  Insull  debacle  during  his  campaign 
rhat  year,  calling  his  enterprises  a 
“monstrosity.” 

Later  that  year,  Insull  was  indicted 
on  charges  of  embezzlement  and  fraud. 
But  it  wasn’t  until  1934  that  Insull  was 
extradited,  almost  kidnapped  from 
Turkey  through  the  intense  pressure 
of  Roosevelt  and  Secretary  of  State 
Cordell  Hull.  Back  in  Chicago,  where 
he  was  now  more  infamous  than  Al 
Capone,  he  stood  trial. 

Insull’s  dramatic  testimony  in  his 
own  defense,  recalling  how  he  depleted 
his  fortune  and  took  out  personal  loans 
from  General  Electric,  convinced  the 
jury  that  he  was  merely  another  victim 
of  the  Depression,  although  the  public 
never  forgave  him. 

In  researching  my  book  Merchant 
of  Power , when  I interviewed  Studs 
Terkel,  whose  mother  had  lost  $2,000 
in  Insull  securities,  the  great  author 
of  the  classic  Hard  Times  still  had  a 
great  deal  of  animus  toward  the  utili- 
ties baron.  Terkel  called  him  “one  of 
the  most  magnetic  and  powerful  con 
artists  of  the  Great  Depression.” 


Jnsull’s  Locaoy  Today 

With  the  repeal  of  the  Glass-Steagall 
Act  in  1999  and  the  scrapping  of  the 
Public  Utility  Holding  Company  Act 
in  2006,  two  linchpins  of  the  New 
Deal  investor  protection  that  arose  out 
of  the  Insull  era  were  removed.  The 
utility  industry  has  re-consolidated 
somewhat  and  over  the  past  decade 
Wall  Street  investment  banks  went 
hurtling  into  a lightly  regulated  envi- 
ronment that  promoted  everything 
from  troubled  auction-rate  securities 
to  sub-prime  mortgage  pools. 

The  rescue  legislation  passed  by 
Congress  on  October  3,  2008  comes 
full  circle  back  to  FDR’s  era  as  buying 
mortgage  assets,  creating  new  layers 
of  oversight  and  expanding  federal 
deposit  insurance  are  part  of  the  latest 
financial  triage. 

Unlike  the  1930s,  the  combined 
forces  of  the  U.S.  Treasury,  Congress, 
President,  Federal  Reserve,  foreign 
central  banks  and  the  American  tax- 
payer have  been  united  as  strange  and 
often  unwilling  bedfellows  to  prevent 
a global  financial  system  collapse.  As 
the  executives  who  captained  the  cur- 
rent debacle  bear  a hasty  retreat,  many 
are  again  asking  what  went  wrong. 
When  investors  have  a clear  and  com- 
prehensive look  at  what  they  are  buy- 
ing, they  can  better  gauge  risk  and 
make  prudent  decisions.  While  greed 
can  never  be  taken  out  of  investing, 
sunlight  in  the  form  of  transparency  is 
more  than  a disinfectant;  it  can  illumi- 
nate any  number  of  perils.  HD 

Jolm  F.  Wasik  is  the  author  of  The 
Merchant  of  Power:  Samuel  Insull, 
Thomas  Edison  and  the  Creation  of  the 
Modern  Metropolis  (Palgrave-  Mac- 
Millan,, 2008)  and  10  other  books.  As 
a columnist  for  Bloomberg  News,  he 
covers  personal  finance  for  readers  on 
five  continents,  www.johnwasik.com. 
He  is  finishing  a hook  on  the  hous- 
ing crisis,  The  Cul-de-Sac  Syndrome, 
which  will  be  published  by  Bloomberg 
Press  next  year. 
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ANOTHER 


HURRICAN 

r ... 

Is  It  Different  This  1 1 


By  Kenneth  G.  Winans 


Top:  1962  issue  of  Time  magazine  with 
cover  story  "Bear  v.  Bull  on  Wall  Street. 
Bottom:  “War  Rumors  in  Wall  Street,” 
February  24,  1898. 


It’s  official,  the  stock  market 
is  having  its  worst  year  since  1931 
with  the  Dow  Jones  Industrial  Aver- 
age (DJIA)  humbling  even  the  most 
seasoned  investors  with  a drop  of  41 
percent  at  this  year’s  lowest  point. 

The  market’s  daily  volatility  is  at 
record  levels,  and  the  “perma-bears” 
have  been  busy  panicking  an  already- 
frantic  investing  public  with  predictions 
of  a “one-of-a-kind”  global  economic 
depression  or  worse.  Sadly,  the  media 
have  added  to  this  confusion  by  provid- 
ing incomplete  historical  comparisons. 

A classic  example  of  this  was  The 
San  Francisco  Chronicle’s  recent 
article  titled,  “The  Great  Depres- 
sion: How  Close  Are  We?”  Without 
hesitation,  the  article  jumped  into 
how  today’s  financial  crisis  resembles 
1929-32,  but  fails  to  mention  the  10 
other  dramatic  one-year  declines  in 
the  financial  markets  over  the  last  108 
years,  or  the  fact  that  we  have  had 
comparable  stock  market  declines  as 
recently  as  1974  and  2002. 

In  fact,  every  single  past  genera- 
tion has  experienced  serious  stock  bear 
markets  (1906-07,  1929-32,  1973-74, 
2000-02)  where  loses  exceeded  40 


percent,  and  the  financial  devastation  is 
well  remembered  with  fear  and  anger. 

While  we  have  all  heard  the  phrase 
“history  repeats  itself,”  very  few  peo- 
ple properly  apply  long-term  history 
to  investing.  Worse  yet,  the  default 
assumption  of  most  investors  is  to  think 
it’s  different  this  time  and  find  them- 
selves buying  into  financial  bubbles  or 
cashing  out  near  a bear  market  low. 

Clearly,  investors  need  to  spend 
more  time  studying  investment  history. 
A good  place  to  start  is  by  studying 
past  market  corrections  and  what  hap- 
pened during  the  years  that  followed. 

FINANCIAL  HURRICANES 

Like  major  hurricanes  that  frequently 
strike  our  nation,  these  one-year  cliff- 
dropping bear  markets  are  unique 
but  not  uncommon.  Since  1900,  there 
have  been  14  times  when  the  DJIA 
declined  more  than  28  percent  within 
a single  year.  And  even  worse,  there 
was  no  “shelter”  to  escape  to  as  real 
estate,  bonds  and  commodities  also 
suffered  steep  declines  during  most 
of  these  periods  (see  Table  1),  and 
cracked  the  foundations  of  even  the 
best-managed  portfolios. 
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TABLE  1 


No  Shelter  in  Financial  Hurricanes 


DJ  Corporate  Bonds 


DJIA 

U.S.  Home 
Prices  (WIRED 

Price 

Yield 

CRB 

Index 

1903 

(24%) 

13% 

(9%) 

4.8% 

(6%) 

1907 

(38%) 

(15%) 

(11%) 

5.0% 

(2%) 

1914 

(31%) 

(5%) 

(7%) 

5.3% 

(4%) 

1917 

(22%) 

(10%) 

(13%) 

5.6% 

35% 

1920 

(33%) 

25% 

(6%) 

6.2% 

(30%) 

1929 

(17%) 

(3%) 

(2%) 

5.1% 

(15%) 

1930 

(34%) 

(11%) 

2% 

5.1% 

(31%) 

1931 

(53%) 

(10%) 

(18%) 

7.5% 

(30%) 

1932 

(23%) 

(43%) 

(0.5%) 

9.1% 

(17%) 

1937 

(33%) 

(4%) 

(12%) 

5.2% 

(26%) 

1962 

(11%) 

7% 

5% 

4.7% 

0.2% 

1974 

(28%) 

5% 

(9%) 

10.1% 

17% 

2002 

(17%) 

7% 

4% 

4.1% 

23% 

2008* 

(41%) 

(13%) 

(15%) 

8.8% 

(21%) 

Average 

(29%) 

(4%) 

(7%) 

6.2% 

(8%) 

w/o  29-32  (28%) 

0.5% 

(7%) 

6.0% 

(2%) 

* up  to  mi/2008 

WIRE!  = Wmarn  international  Heal  Estate  Index 


THE  “HOWS  & WHYS” 
SEEM  TO  RHYME 

Mark  Twain  said,  “history  doesn’t 
repeat  itself;  it  just  rhymes.”  This  might 
explain  why  historical  comparisons 
are  often  misunderstood  or  blatantly 
ignored.  Let’s  briefly  look  at  some  of 
the  common  factors  that  caused  these 
disastrous  bear  markets: 

1903:  The  “Rich  Man’s  Panic”  was 
caused  by  the  sudden  illiquidity  of 
overpriced  publicly-traded  trusts. 
Wall  Street  simply  overestimated  the 
demand  and  risks  of  these  leveraged, 
illiquid  inventions. 

1907:  A copper  bubble  burst,  and  a 
number  of  large  financial  trust  com- 


panies failed.  Global  stock  markets 
plunged  due  to  over-leverage,  and 
a J.P.  Morgan  banking  consortium 
helped  stabilize  the  situation. 

1914:  World  War  I began  and  many 
European  exchanges  closed  for  years. 
1 he  NYSE  closed  for  four  months, 
and  stocks  could  only  be  sold  with 
the  approval  of  “Committee  of  Five” 
at  an  official  price.  Black  markets  for 
equities  sprang  up  to  provide  liquidity 
in  stocks  at  discounted  prices. 

1917:  U.S.  entered  World  War  I and 
the  Federal  government  took  over  the 
nation’s  railroads. 

1920:  A commodities  bubble  burst, 


as  the  Federal  Reserve  raised  inter- 
est rates  47  percent  and  thus  over 
tightened  the  money  supply.  A bomb 
exploded  on  Wall  Street  that  injured 
400  people,  and  GOP  candidate  Hard- 
ing was  elected  President  ending  eight 
years  of  Democratic  administrations. 

1929:  A stock  market  bubble  ended 
with  the  worst  one-day  crash  in  U.S. 
history  and  a two-month  drop  of  48 
percent.  Hundreds  of  professionally 
managed,  highly  leveraged  pools  and 
investment  trusts  had  to  be  quickly 
liquidated  at  low  prices. 

1930:  The  Hawley-Smoot  tariff  bill 
was  enacted  and  started  one  of  the 
largest  trade  wars  in  modern  history. 

1931:  The  Great  Depression’s  high 
unemployment  rate  threatened  the 
world’s  social  and  political  stability. 
Roughly  200  banks  closed  each  month 
and  public  anger  at  Wall  Street  drove 
federal  investigations  on  short  selling. 
England  abandoned  the  gold  standard 
for  its  currency,  and  many  foreign  stock 
exchanges  shut  down  for  a month. 

1932:  Bank  failures  set  record  levels, 
and  the  government  enacted  hous- 
ing price  supports  and  a foreclosure 
moratorium  for  homeowners.  Frank- 
lin Delano  Roosevelt,  a perceived  anti- 
Wall  Street  President,  was  elected. 

1937:  The  Japanese  sank  a U.S.  gun- 
boar  as  it  invaded  China  and  thus 
started  a U.S.  trade  embargo  with 
Japan.  Reduced  margin  rates  and  SEC 
oversight  failed  to  stem  the  stock  mar- 
ker’s volatility.  The  Federal  Reserve 
over  tightened,  and  New  Deal  pro- 
grams were  perceived  to  be  ineffective. 

1962:  The  Cuban  Missile  Crisis  nearly 
started  a new  world  war.  The  SEC 
investigated  American  Stock  Exchange 
floor  trading  abuses  and  large-scale 
insider  trading  cases.  The  U.S.  Jus- 
tice Department  investigated  the  steel 
industry  for  price  fixing. 

1974:  The  Arab  Oil  Embargo  was  a 
result  of  the  Yom  Kippur  War.  The 
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Federal  Reserve  raised  interest  rates  to 
record  levels.  Most  real  estate  invest- 
ment trusts  (Reits)  collapsed  in  value. 
The  Watergate  scandal  brought  about 
President  Nixon’s  resignation. 

2002:  Thirty-three  large  publicly- 
traded  corporations  and  the  “Big 
Four”  accounting  firms  were  guilty 
of  wide-scale  accounting  scandals. 
This  led  to  several  large  bankruptcies 
and  the  criminal  convictions  of  well- 
known  CEOs.  The  Sarbanes-Oxley 
Law  was  enacted  to  significantly 
enforce  corporate  financial  conduct. 
Congress  authorized  the  President  to 
use  force  against  Iraq  for  noncompli- 
ance of  U.N.  sanctions. 


2008:  Commodity  and  real  estate 
bubbles  collapsed  with  housing  hav- 
ing its  worst  decline  since  World  War 
II.  Highly-leveraged  mortgage-backed 
investments  collapsed  in  price,  lead- 
ing to  a global  credit  freeze  as  several 
major  international  investment  firms 
failed.  The  collapse  of  Lehman  Broth- 
ers and  Washington  Mutual  became 
the  largest  financial  failures  in  U.S.  his- 
tory. The  federal  government  autho- 
rized a $700  billion  bailout  package 
to  purchase  failing  bank  assets.  Demo- 
crats took  control  of  both  the  White 
House  and  Congress  for  the  first  time 
since  the  early  1990s. 

There  are  common  themes  in  these 
bear  markets: 
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1.  The  combination  of  over-leverage 
and  illiquidity  burst  bubbles  in  all 
financial  instruments. 

2.  Many  Wall  Street  innovations  went 
awry. 

3.  Investments  responded  negatively 
to  failed  government  actions  and 
over-regulation. 

4.  The  military  conflicts,  or  the  threat 
of  conflicts,  caused  widespread 
investor  panic. 

Simply  pur,  the  names  and  dates 
might  have  changed,  but  the  causes 
were  similar. 


THE  GOOD  NEWS 

In  most  cases,  these  dire  times  were 
followed  by  powerful  market  rallies 
over  the  following  12  months,  and 
long  before  the  media's  headlines 
became  bullish. 

As  can  be  seen  in  Table  2,  these 
tough  years  have  been  followed  with 
strong  performances  10  out  of  13 
times  averaging  20  percent.  Even  more 
impressive  is  that  these  market  rallies 
have  typically  extended  for  two  years 
(85  percent  of  the  time)  with  an  aver- 
age total  return  (including  dividends) 


of  44  percent.  If  the  Great  Depression 
years  of  1929-32  are  removed  from 
the  calculations,  the  two-year  cumula- 
tive total  increases  to  an  impressive 
62  percent. 

A DEAD  CAT  BOUNCE 
OR  NEW  BULL  — 
JANUARY  IS  A GUIDE 

As  investors  try  to  decide  if  the  glass 
is  half  full  (i.e.,  a great  buying  oppor- 
tunity) or  half  empty  (i.e.,  a bull  trap), 
history  has  once  again  given  us  a time- 
rested  guide  to  follow,  “The  January 

continued  on  page  38 


TABLE  2 

TABLE  3 

The  Rebound 

The  January  Barometer — Old  Reliable 

Dow  Jones  Industrial  Average: 

Year  Low  Point  Year-end 

Following 

Cumulative  % 

Total  Return 

Year 

Percentage  Change: 

January  Year-end  Accurate 

Year-end 

Year  2 

1904 

(0.4%) 

42% 

1903 

(34%) 

(24%) 

42% 

38% 

104% 

1908 

6.7% 

47% 

yes 

1907 

(44%) 

(38%) 

47% 

15% 

79% 

1915 

4.7% 

82% 

yes 

1914 

(33%) 

(31%) 

82% 

(4%) 

86% 

1918 

7.3% 

11% 

yes 

1917 

(31%) 

(22%) 

11% 

31% 

59% 

1921 

5.8% 

13% 

yes 

1920 

(38%) 

(33%) 

13% 

22% 

51% 

1930 

7.5% 

(53%) 

1929 

(34%) 

(17%) 

(34%) 

(53%) 

(59%) 

1931 

1.8% 

(23%) 

1930 

(37%) 

(34%) 

(53%) 

(23%) 

(52%) 

1932 

(2.2%) 

(23%) 

yes 

1931 

(55%) 

(53%) 

(23%) 

67% 

40% 

1933 

1.6% 

67% 

yes 

1932 

(47%) 

(23%) 

67% 

4% 

84% 

1938 

0.8% 

28% 

yes 

1937 

(37%) 

(33%) 

28% 

(3%) 

34% 

1963 

4.7% 

17% 

yes 

1962 

(28%) 

(11%) 

17% 

15% 

41% 

1975 

25.8% 

38% 

yes 

1974 

(33%) 

(28%) 

38% 

18% 

72% 

2003 

(3.5%) 

25% 

2002 

(28%) 

(17%) 

25% 

3% 

33% 

2008 

(41%) 

na 

na 

na 

na 

— 

Average 

(37%) 

(28%) 

20% 

10% 

44% 

Visit  the  Resources  section  of 

% of  Time  Positive  Return 

77% 

69% 

85% 

www.MoAF.org  to  watch 

w/o  29-32 

(35%) 

(26%) 

34% 

15% 

62% 

Ken  Winans  speak  on  this  subject 

% of  Time  Positive  Return 

1 00% 

78% 

100% 

at  the  Museum  of  American  Finance. 
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Bryan  Poff  and  Tex  Moncrief  at  the  Fort  Worth  Petroleum  Club. 


The  first  commercial  oil  well  in 
the  world  was  dug,  not  drilled,  by 
James  Miller  Williams  in  Petrolia, 
Ontario  in  1858,  the  year  before  the 
much-better-known  well  drilled  by 
Edwin  Drake  at  Titusville,  Pennsylva- 
nia. One  hundred  years  later  came  the 
golden  age  for  petroleum  clubs  around 
North  America.  Those  were  refuges 
where  the  oil  barons  could  shake  off 
the  dust  and  grime  of  the  fields,  relax 
and  talk  business  with  their  peers. 

As  the  first  and  second  genera- 
tions of  oilmen  gave  way  to  lawyers, 
accountants  and  MBAs,  and  oil  com- 
panies became  energy  corporations,  the 
petroleum  clubs  were  forsaken  for  the 
golf  course.  Many  closed,  and  many 
of  the  survivors  became  general  busi- 
ness associations  or  even  public  supper 
clubs  with  just  a model  drill  derrick  or 
old  stock  certificate  for  kitsch. 


But  a few  true  petroleum  clubs 
survive,  and  remain  centers  of  busi- 
ness and  influence  for  their  industry 
and  their  communities.  Even  with 
oil  in  October  at  half  the  peak  $145/ 
barrel  for  benchmark  West  Texas 
Intermediate  crude  in  July,  the  price 
of  petroleum  has  only  fallen  back  to 
where  it  was  a year  ago.  As  the  quint- 
essential global  commodity,  oil  will 
always  fluctuate  widely,  but  few  in  the 
industry  expect  it  to  go  much  below 
$50/barrel  due  to  fundamental  global 
growth  in  demand. 

With  that  support  level,  petroleum 
clubs  are  on  the  cusp  of  a renaissance, 
heralded  by  the  revival  of  the  Denver 
club  last  year.  Founded  in  1946  by 
brothers  William  and  Maury  Goodin, 
the  club  was  the  anchor  tenant  in  the 
Petroleum  Club  Building  in  down- 
town Denver  for  decades. 


Then  times  grew  lean  in  1990s  as 
the  price  of  oil  fell  as  low  as  $ ll/bar- 
rel. The  DPC  changed  its  name  to  The 
Pinnacle  Club  and  opened  its  doors 
to  non-industry  members.  But  to  no 
avail.  The  club  filed  for  bankruptcy  in 
2005.  At  the  time  Charles  W.  Goodin, 
son  of  William,  was  director  of  land 
and  general  counsel  for  Petrogulf, 
based  in  Denver. 

The  younger  Goodin  relates, 
“Douglas  Cameron  McLeod,  owner 
of  Petrogulf,  felt  it  was  a shame  that 
the  DPC  went  bust,  and  asked  me  and 
another  fellow  if  we  would  be  will- 
ing to  revive  it.  I took  the  lead,  and 
bought  the  club  memorabilia  for  about 
$10,000,  then  started  polling  the  mem- 
bers about  possible  new  venues.” 

The  Denver  Athletic  Club  had  the 
best  facilities,  says  Goodin,  includ- 
ing two  little-used  rooms  that  could 
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Reprint  courtesy  of  the  Forth  Worth  Star-Telegram 


be  dedicated  to  the  petroleum  club. 
DPC  signed  a seven-year  contract  with 
DAC,  and  paid  to  remodel  the  rooms 
using  the  artifacts  Goodin  saved. 

Importantly,  DPC  has  resumed  a 
monthly  series  of  industry  breakfasts 
where  industry  professionals  hear 
about  business  and  technical  develop- 
ments and  do  business.  Goodin  con- 
firms that  as  with  the  old  club,  there 
is  a good  mix  of  socialization  and 
serious  deal-making. 

In  a slight  twist,  the  Petroleum  Club 
of  Fort  Worth  has  kept  on  strong  since 
its  inception  in  1953,  even  through  the 
rough  spots  in  the  oil  patch.  However, 
the  city,  and  especially  the  down- 
town, suffered  through  many  lean 
years  before  a very  recent  renaissance 
that  was  driven  by  a boom  in  the 
natural  gas  business:  advanced  drill- 
ing and  fracturing  techniques  made 
gas  production  from  the  Barnett  Shale 
under  and  around  Fort  Worth  not  just 
possible,  but  profitable. 

Such  boom  and  bust  cycles  are 
mitigated  somewhat  in  larger  regional 
metropolises  like  Denver  or  Houston 
wi  th  more  diversified  local  econo- 
mies. But  mid-sized  oil  towns  such  as 
Fort  Worth,  Tulsa  or  Calgary  are  hit 
hard  by  industry  cycles.  Those  three 
cities  also  share  the  dubious  distinc- 
tion of  being  regional  rivals  to  larger 
cities  — Dallas,  Oklahoma  C ity  and 
Edmonton  — that  are  also  broader 
hubs  of  business  and  government. 

1 hose  realities  of  grit  over  glamour 
are  reflected  in  those  cities’  petroleum 
clubs.  The  great  granddaddy  of  the 
industry  is  Bryan  Poff,  a co-founder  of 
the  PCFW  and  still  completely  lucid  at 
97.  Born  during  the  Taft  administra- 
tion, just  10  years  after  the  mammoth 
gusher  at  Spindletop  heralded  the  first 
Texas  oil  boom,  Poff  grew  up  with  the 
industry.  “I  first  went  out  on  my  own 
in  1946,”  Poff  says.  “I  found  produc- 
tion pretty  quick  in  1 948,  and  I’ve  been 
going  strong  ever  since.  The  industry 
put  all  my  children  through  school  and 
into  nice  homes."  He  adds  that  he  has 
been  broke,  too,  more  than  once. 


Poff  recalls  when  a buddy,  William 
Weaver,  organized  the  FWPC.  “He 
wanted  to  get  together  50  or  so  of  us 
at  $1,500  each  to  start  the  club.  Now 
at  the  time  I was  doing  well,  even  had 
a swell  office.  But  I told  him,  ‘Bill,  this 
isn't  Dallas.  There  is  no  way  you  are 
going  to  get  50  people  in  this  town 
to  put  up  that  money.’  Well,  1 was 
number  10,  and  when  he  got  to  40  we 
started  the  club.  They're  all  dead  now. 
I'm  the  godfather  of  the  club.” 

When  most  oil  companies  left  Fort 
Worth  in  favor  of  Houston  or  West 
Texas  in  the  1950s,  the  membership 
was  opened  to  people  outside  the 
industry,  but  the  FWPC  is  still  very 
much  a working  industry  club.  “We 
have  meetings  and  events,"  says  Poff, 
“and  a monthly  lunch  speaker.  In 
August  it  was  T.  Boone  Pickens.  He  is 
a fine  fellow.” 

Poff  comes  frequently  to  the  FWPC 
to  conduct  business  of  his  own.  He 
is  also  sponsor  of  a prayer  breakfast 
every  other  week.  “I’ve  just  made  a 
new  discovery,”  Poff  says  excitedly. 


“It’s  about  100  miles  west  of  Fort 
Worth,  toward  Abilene.  Looks  like  a 
good  prospect.” 

Oilmen  big  and  small  are  always 
concerned  with  their  royalties,  but 
never  more  so  than  when  Royalty,  in 
the  person  of  the  Duke  of  Windsor, 
came  to  the  Calgary  Petroleum  Club 
in  1958.  The  club  was  not  quite  10 
years  old  when  His  Royal  Highness 
dropped  by  on  a state  visit  to  what 
was  then  the  Dominion  of  Canada, 
to  celebrate,  among  other  things,  the 
100th  anniversary  of  that  first  commer- 
cial well  back  east  in  Ontario. 

Canada  is  today  far  and  away 
the  largest  source  of  petroleum  and 
refined  products  imported  into  the 
U.S.  (see  issue  91,  Summer  2008,  p. 
16).  And  Rod  Thomas  is  today  the 
general  manager  of  the  CPC.  He  took 
the  helm  in  1988,  in  the  middle  of  an 
interesting  drama  of  local  power  and 
national  politics.  The  year  before, 
Patricia  Carney,  the  Canadian  min- 
ister of  international  trade  who  had 
previously  been  energy  minister,  was 
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The  Duke  of  Windsor  signs  the  register  prior  to  becoming 
an  honorary  member  of  the  Calgary  Petroleum  Club. 
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Courtesy  of  Charles  Goodin 


Charles  Goodin  at  the  new  Denver  Petroleum  Club. 


due  to  attend  a luncheon  at  the  CPC. 
At  the  time,  the  club  did  not  admit 
women. 

Two  large  oil  companies,  Petro- 
Canada  and  Husky,  led  the  charge  to 
get  the  club’s  policy  changed  quickly. 
“They  told  the  club  that  it  had  to 
reverse  its  policy  immediately,  or  the 
firms  would  pull  out  all  their  member- 
ships,” say  Thomas.  “Now,  no  one 
likes  to  be  threatened.  And  at  the  time 
there  was  a five  year  waiting  list  for 
memberships.  So  the  club  refused,  and 
the  PetroCan  and  Husky  people  left.” 

Thomas  came  on  the  following  year. 
After  the  storm  blew  over,  he  says, 
“the  club  president,  Anthony  van  den 
Brink,  was  quietly  talking  to  members 
about  changing  the  policy.  In  May 
of  1989  the  exclusion  of  women  was 
ended.”  Thomas  also  notes  that  by  the 
time  of  the  rule  change,  the  waitlist 
for  memberships  had  dwindled,  so  it 
was  just  as  well  that  more  people  were 
now  eligible  to  join. 

At  present  the  CPC  has  close  to 
2,000  members,  and  owns  its  old 
building.  The  facility  suffered  a fire 
in  2005  that  knocked  it  out  of  opera- 
tion for  a while,  but  with  the  oilsands 
booming  in  far  northern  Alberta,  Cal- 
gary has  flourished  in  recent  years. 
“We  are  still  a serious  industry  club,” 
says  Thomas,  “about  90  percent  of 


our  members  are  in  the  industry, 
although  it  is  not  a requirement  to 
be  anymore.  We  have  industry  events 
constantly.” 

The  percentage  of  energy  industry 
membership  is  about  65  percent  at  the 
Petroleum  Club  of  Tulsa,  says  mem- 
bership director  Pam  Sanders,  who 
has  been  with  the  PCT  for  42  years. 
“We  have  diversified,  admitting  non- 
oil members  in  1982.  The  library  is 
now  a cigar  lounge,  but  we  still  have 
luncheons  and  lectures.”  The  PCT  has 
1,450  members,  says  Sanders,  “and 
we  have  had  a lot  of  colorful  charac- 
ters over  the  years.” 

That  includes  a former  president 
who  dressed  up  as  an  old-time  rig 
hand  on  the  last  day  before  the  club 
moved  from  its  original  quarters.  “He 
put  sawdust  down  on  the  floor  in  the 
old  ‘men’s  bar’  and  sprinkled  some 
oil  around,”  says  Sanders.  “The  oil 
leaded  down  to  the  new  bar  on  the 
next  floor  below.”  Memories  like  this 
far  outnumber  the  artifacts  at  the 
PCT.  A fire  in  1994  destroyed  most  of 
the  memorabilia. 

Even  as  the  price  of  oil  ricochets 
between  $70/barrel  and  $ 140/barrel, 
few  credible  predictions  see  the  cost  of 
the  commodity  going  below  $50-60/ 
barrel.  At  that  price  the  industry  can 
thrive.  Even  in  the  leanest  years  the  big 


petroleum  clubs  in  Dallas  and  Hous. 
ton,  along  with  a few  others,  haw 
prospered.  Others  have  closed,  sue# 
as  the  petroleum  club  in  Albuquerque 
which  shut  its  doors  just  last  year. 

Many  others  have  become  mom 
general  business  or  supper  clubs,  while 
retaining  some  industry  affiliation.  Thei 
locations  reflect  the  wide  expanse  of  the 
oil  business:  Long  Beach,  CA;  Anchor 
age,  AK;  Shreveport,  LA;  Midland,  TX 
Casper,  WY;  Billings,  MT;  Chicago 
Edmonton,  AB;  Evansville,  IN. 

Now,  with  the  large  new  energy 
consumer  classes  in  India,  China 
and  other  developing  countries,  the 
demand  for  oil  and  gas  is  accelerating 
faster  than  reserves  are  being  replaced 
with  new  discoveries.  That  means 
prices  will  remain  high,  and  there  will 
be  the  bustle  of  deal-making  in  all  the 
petroleum  clubs. 

As  private  facilities,  the  petroleum: 
clubs  preserve  the  history  of  the  oill 
business.  Few  are  open  to  non-mem- 
bers, but  most  have  wide  reciprocal 
membership  with  other  business  and 
alumni  clubs  around  the  world.  A more 
accessible  resource  for  oil  industry  his- 
tory is  the  large  number  of  local  muse- 
ums and  preserved  sites.  The  American 
Oil  & Gas  Historical  Society  (www. 
aoghs.org)  and  the  Petroleum  History 
Society  of  Canada  (www. petroleum 
history. ca)  have  comprehensive  directo- 
ries of  those  museums  and  sites.  Ed 


Donna  Warndof  is  the  director  of 
public  affairs  for  the  Texas  Indepen- 
dent Producers  and  Royalty  Owners 
Association  (Tipro),  based  in  Austin. 
Its  2008  annual  gala  was  held  in  the 
Fort  Worth  Petroleum  Club. 

Gregory  DL  Morris  is  an  independent 
business  journalist  based  in  New  York. 
He  is  principal  and  editorial  director 
of  Enterprise  & Industry  Historical 
Research,  and  is  an  active  member  of 
the  Museum’s  editorial  board.  He  cat t 
be  contacted  at  gdlm@enterpriseand 
industry.com. 
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How  One  Jewish  Immigrant  Named  Isaias  Heilman  Created  California 


Bv  Frances  Dinkelspiel 

On  the  morning  of  June  20,  1893, 
Los  Angeles  investors  developed  an  irra- 
tional, almost  unexplainable,  tear  that 
their  local  banks  were  running  out  of 
gold  coin.  Hundreds  of  people  became 
convinced  they  might  lose  their  savings 
unless  they  immediately  withdrew  their 
money  from  the  town’s  vaults. 

The  First  National  Bank  had 
recently  installed  a curved  mahogany 
counter  that  let  tellers  serve  several 
customers  at  a time.  What  had  seemed 
like  a business  innovation  in  good 
times  was  a detriment  now,  as  the 
clerks  doled  out  pile  after  pile  of  $20 
gold  pieces  at  a rate  that  threatened  to 
deplete  the  bank's  money  supply. 

Nearby,  so  many  worried  depositors 
had  swarmed  the  City  Bank  that  its 
president  posted  a sign  saying  it  would 
“temporarily  suspend"  paying  deposi- 
tors. An  hour  later,  the  University  Bank 
drew  curtains  across  its  windows  and 
posted  a notice:  “Bank  closed.  Deposi- 
tors will  be  paid  in  full.” 

By  dawn  the  next  day,  scores  of  men 
and  women  were  lined  up  along  Main 
Street,  jostling  one  another  as  they 
clutched  their  bank  books  and  waited 
for  the  banks  to  open.  “It  was  not  the 
usual  morning-go-to-work-crowd,  but 
a strange  race  of  people  who  seemed  to 
have  taken  possession  of  the  city,”  the 
Los  Angeles  Times  commented.  Soon 
the  crowd  was  so  thick  there  was  no 
room  to  walk  on  the  sidewalk. 


By  early  afternoon,  customers  ha< 
taken  $3  million  out  of  the  city’s  l‘ 
banks,  forcing  six  to  shut  their  door 
as  demand  outstripped  supply.  Then 
was  no  one  event  in  Los  Angele 
that  set  off  the  bank  run.  Politician 
in  Washington  had  been  talking  fo 
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months  about  whether  to  remain  on 
the  gold  standard  or  tie  America’s  cur- 
rency to  silver.  The  discussions  had 
spooked  European  investors,  who  had 
steadily  begun  withdrawing  their  gold. 
The  exodus  of  capital  sent  stock  prices 
plunging  and  suddenly  all  the  financial 
machinations  of  the  last  25  years — the 
massive  expansion  of  railroads,  the 
mismanagement  of  those  companies, 
the  rampant  stock  manipulation  and 
monopolistic  practices — came  to  an 
abrupt  halt.  By  June,  gold  was  scarce, 
and  that  meant  everyone  wanted  some. 
Undercapitalized  banks  began  to  fail  at 
an  alarming  rate. 

Los  Angeles  had  considered  itself 
somewhat  immune  to  the  country’s 
financial  vicissitudes.  The  last  major 
upheaval  in  the  U.S.  economy  had 
been  20  years  earlier,  and  its  effects 
had  taken  two  years  to  travel  the 
3,000  miles  west  from  New  York.  The 
day  before  the  bank  run  started,  Cali- 
fornia Governor  Henry  Markham  had 
told  a crowd  at  the  Chicago  Exposi- 
tion that  the  state’s  banks  were  “in 
splendid  condition.” 

But  his  platitudes  did  nothing  to 
calm  the  frenzy  in  Los  Angeles.  Cus- 
tomers seemed  determined  to  with- 
draw every  penny  they  could.  But 
around  1 p.m.  on  June  21,  word 
spread  that  Isaias  Heilman,  president 
of  the  Farmers  and  Merchants  Bank, 
Los  Angeles’  oldest  and  largest  bank, 
had  come  to  town.  Heilman’s  reputa- 
tion in  Los  Angeles  was  legendary. 
He  had  gotten  his  start  as  a clerk  in 
a dry  goods  store  in  1859,  back  in 
the  days  when  Los  Angeles  was  more 
Mexican  pueblo  than  American  city, 
and  had  risen  to  be  California’s  rich- 
est and  most  influential  financier.  In 
1893,  he  was  also  the  president  of 
the  Nevada  Bank  in  San  Francisco 
and  had  investments  in  water,  gas, 
and  rail  lines  up  and  down  the  state. 
Most  importantly,  his  reputation  as  a 
conservative  banker,  who  insisted  on 
keeping  large  gold  reserves  on  hand  at 
all  times,  was  impeccable.  Old-timers 
still  remembered  how  Heilman  had 


smoothed  over  the  last  bank  panic 
back  in  1875. 

“Heilman  is  in  town,  Heilman  is 
in  town!”  people  shouted  as  they 
streamed  towards  the  San  Fernando 
Depot,  just  a few  blocks  from  the 
downtown.  As  they  reached  the  train 
station,  they  encountered  a most 
unusual  scene.  Heilman,  a short,  aus- 
tere-looking Jewish  man  with  gold- 
rimmed  glasses  and  a dark  Van  Dyke 
beard,  stood  by  the  tracks.  A cadre 
of  guards  heaved  bags  of  gold  from 
a railroad  car  into  a Wells  Fargo 
Express  wagon. 

The  wagon  laden  with  gold  started 
its  trip  to  the  Farmers  and  Merchants 
Bank  just  a few  blocks  away.  As  soon 
as  the  bags  were  brought  inside  the 
bank,  Heilman  and  his  clerks  started 
to  heap  mounds  of  gold  coin  on  the 
mahogany  counter,  in  plain  sight  of 
the  worried  customers.  Heilman  had 
brought  more  than  $500,000  from 
his  personal  account  in  San  Francisco 
(about  $11  million  in  2006  dollars), 
and  all  that  coin  soon  became  towers 
of  gold  stacked  on  the  counter,  a tes- 
tament to  the  financial  strength  of  the 
Farmers  and  Merchants  Bank. 

The  sight  of  that  shiny  metal  was 
a tonic.  As  the  frantic  crowd  watched 
the  golden  towers  grow,  their  panic 
subsided.  Many  customers  redepos- 
ited the  funds  they  had  withdrawn, 
and  by  the  end  of  the  day  Farmers  and 
Merchants’  coffers  were  replenished; 
in  fact  deposits  were  up  by  $100,000. 
The  bank  run  also  subsided  in  the  rest 
of  the  city. 

Isaias  Wolf  Heilman  was  Califor- 
nia’s premier  financier  in  the  late 
19th  and  early  20th  centuries,  a man 
whose  financial  acumen  catapulted 
the  state  into  the  modern  era  and  laid 
the  groundwork  for  one  of  the  world’s 
most  dynamic  economies. 

At  the  time  of  his  death  in  1920, 
Heilman  was  president  of  the  Wells 
Fargo  Nevada  National  Bank  of  San 
Francisco,  one  of  the  Pacific  Coast’s 
largest  banks.  He  also  served  as  presi- 
dent or  board  member  of  16  other 


banks  and  at  one  point  had  $100  mil- 
lion of  capital  under  his  control.  He 
had  helped  form  the  California  Bank- 
ers Association  and  the  Los  Angeles 
Clearing  House,  and  he  was  instru- 
mental in  stabilizing  the  markets  after 
San  Francisco’s  devastating  earthquake 
and  fire  in  1906.  Heilman  also  man- 
aged the  sale  of  large  blocks  of  bonds, 
including  a $14  million  bond  issue 
for  the  Spring  Valley  Water  Com- 
pany, numerous  sales  for  the  Southern 
Pacific  Railroad,  and  $18  million  in 
Liberty  bonds  during  World  War  I. 

Heilman’s  influence  extended  out- 
side banking  circles.  He  was  a major 
player  in  the  state’s  transportation 
industry,  building  some  of  Los  Ange- 
les’s earliest  trolley  lines  and  bankroll- 
ing Henry  Huntington’s  development 
of  the  famous  red  Pacific  Electric  cars 
which  criss-crossed  the  Los  Angeles 
basin.  He  lent  the  funds  that  let  Har- 
rison Gray  Otis  take  complete  con- 
trol of  the  Los  Angeles  Times,  gave 
Edward  Doheny  and  Charles  Canfield 
the  start-up  capital  that  led  them  to 
create  one  of  the  world’s  largest  oil 
companies,  and  controlled  the  Cali- 
fornia Wine  Association,  which  domi- 
nated the  production  and  distribution 
of  wine  for  20  years.  He  donated  land 
to  help  start  the  University  of  South- 
ern California  and  served  as  a regent 
of  the  University  of  California  for  38 
years.  He  was  also  one  of  the  largest 
landowners  in  southern  California. 

“No  one  man  in  California  has 
left  an  impression  upon  the  financial 
affairs  of  the  state  in  so  many  dif- 
ferent communities  and  in  such  an 
unquestioned  manner  as  I.  W.  Hell- 
man,”  Ira  Cross  wrote  in  his  four- 
volume  Financing  an  Empire:  History 
of  Banking  in  California. 

When  Heilman  arrived  in  Los 
Angeles  in  1859,  there  were  few  signs 
he  would  become  one  of  the  West’s 
most  distinguished  bankers.  He  had 
left  Bavaria  at  16  to  escape  the  wide- 
spread discrimination  against  Jews. 
His  first  job  was  as  a clerk  in  his 
cousin’s  dry  goods  store,  where  he 
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managed  to  save  enough  money  to 
open  his  own  store  six  years  later.  In 
the  back  of  his  store  Heilman  installed 
a $150  Tilden  & McFarland  safe  to 
keep  customers’  valuables.  But  a run- 
in  with  an  irate  Irishman  who  accused 
him  of  stealing  prompted  Heilman  to 
set  up  formal  banking  practices,  mak- 
ing him  Los  Angeles'  first  banker. 

Banks  were  technically  illegal  in 
California  and  would  remain  so  until 
1871.  The  discovery  of  gold  in  1848 
brought  thousands  of  miners  to  the 
state,  and  when  they  set  out  to  draft 
a constitution  in  1849  they  banned 
banks.  Too  many  of  the  delegates 
knew  the  havoc  of  free-banking  in 
other  states,  where  banks  could  print 
their  own  notes  and  enter  into  busi- 


ness with  little  capital.  If  any  stare 
could  be  run  on  gold,  the  delegates 
figured,  it  was  California.  Despite  the 
ban,  there  were  numerous  businesses 
that  operated  like  banks. 

In  1868,  Heilman  expanded  his 
banking  business  by  bringing  in  two 
partners  to  form  Heilman,  Temple  & 
Co.  He  dissolved  the  partnership  in 
1871  to  start  the  Farmers  and  Mer- 
chants Bank  with  former  California 
Governor  John  Downey.  The  two 
men  recruited  2 1 of  the  city's  most 
prosperous  businessmen  to  contribute 
$500,000  in  capital. 

The  Farmers  and  Merchants  Bank 
would  be  instrumental  to  the  growth 
of  I.os  Angeles  and  would  remain  the 
city's  dominant  financial  institution 


throughout  Heilman's  life.  When  the 
bank  was  incorporated,  Los  Angeles 
was  only  sparsely  settled  with  about 
5,600  residents.  Credit  was  hard  to 
come  by.  People  who  wanted  to  bor- 
row money  had  to  go  to  private  lend- 
ers who  offered  funds  at  interest  rates 
from  5-15%  a month.  If  merchants 
wanted  to  store  funds,  they  had  to 
send  money  north  to  San  Francisco, 
the  stare's  biggest  city. 

The  opening  of  the  Farmers  and 
Merchants  Bank  coincided  with  a 
period  of  growth  for  the  region,  which 
was  then  considered  just  a speck  at 
the  edge  of  a continent.  The  end  of 
the  Civil  War  brought  wagonloads  of 
veterans  eager  to  make  their  home  in 
an  area  with  good  soil  and  a gentle 
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climate.  The  Southern  Pacific  Rail- 
road came  to  Los  Angeles  in  1876, 
and  for  the  first  time  provided  a 
direct  link  from  San  Francisco.  All  the 
new  inhabitants  were  eager  to  borrow 
money  for  mortgages  or  to  experiment 
with  new  crops,  such  as  the  navel 
orange.  The  Farmers  and  Merchants 
Bank  lent  funds  for  just  IV2  % interest 
a month,  the  going  rate. 

In  1875,  the  new  Farmers  and  Mer- 
chants Bank  faced  its  first  big  chal- 
lenge. While  capital  markets  in  New 
York  had  been  tested  by  the  Panic  of 
1873,  California  had  not  suffered  any 
ill  effects.  But  in  August,  the  prices 
of  the  volatile  mining  stocks  of  the 
Comstock  Lode  silver  mines  dropped 
deeply,  prompting  a run  on  the  Bank 
of  California  in  San  Francisco.  So 
many  depositors  withdrew  their  funds 
that  the  bank  shut  its  doors  temporar- 
ily. Then  the  same  day,  the  bank’s 
president,  William  Ralston,  went  out 
into  San  Francisco  Bay  for  his  cus- 
tomary daily  swim.  He  never  made  it 
back,  having  either  committed  suicide 
or  died  of  a heart  attack. 

The  bank  panic  in  San  Francisco 
created  unease  in  Los  Angeles,  and 
soon  the  city’s  two  banks  saw  their 
deposits  dwindle  to  dangerously  low 
levels.  Heilman  was  vacationing  in 
Germany  at  the  time  and  his  partner, 
Downey,  and  the  board  of  directors, 
voted  to  close  the  bank  for  30  days. 
Heilman  was  furious  when  he  heard 
the  news  and  he  rushed  back  from 
Europe  in  an  astonishing  23  days. 

Heilman  was  able  to  borrow 
enough  money  to  reopen  the  Farm- 
ers and  Merchants  Bank.  He  had  an 
advantage  over  other  institutions:  a 
close  connection  to  East  Coast  capital. 
Heilman’s  brother-in-law  was  Mayer 
Lehman,  one  of  the  brothers  who 
started  the  commodity  house  Lehman 
Brothers,  then  based  in  New  York. 
During  his  trip  from  Germany  to  Los 
Angeles,  Heilman  stopped  in  New 
York,  where  he  was  able  to  borrow 
$20,000  from  Lehman  Brothers.  It 
was  one  of  a series  of  loans  that  Hell- 


man  arranged  that  returned  liquidity 
to  the  Los  Angeles  region.  After  the 
crisis  ebbed,  Heilman  ousted  Downey 
from  his  position  as  president.  Hell- 
man  took  over  the  role  in  1876  and 
held  it  until  his  death  44  years  later. 

The  next  20  years  were  years  of  tre- 
mendous growth  in  Los  Angeles,  and 
Heilman  and  the  Farmers  and  Mer- 
chants Bank  played  a critical  role  in 
the  region’s  maturation.  By  1890,  the 
city  had  more  than  50,000  residents, 
paved  streets,  electricity,  and  a far 
reaching  trolley  and  rail  system.  But 
Heilman  was  growing  restless.  Despite 
Los  Angeles’s  development,  San  Fran- 
cisco was  still  the  state’s  financial 
center  with  26  banks  controlling  more 
than  $114  million  in  assets.  San  Fran- 
cisco reportedly  had  more  millionaires 
per  capita  than  any  other  place  in  the 
country.  Heilman  itched  to  expand 
and  saw  his  opportunity  when  the 
Nevada  Bank  almost  went  bankrupt. 

The  Nevada  Bank  had  been 
founded  in  1875  by  four  men  known 
as  the  Silver  Kings  for  the  massive 
amount  of  silver  they  uncovered  at 
their  Consolidated  Virginia  mine  in 
Nevada.  John  MacKay,  James  Fair, 
James  Flood  and  William  O’Brien 
took  out  $400  million  from  the  mine, 
making  it  one  of  the  world’s  most 
productive  silver  mines.  They  capital- 
ized their  new  Nevada  Bank  with  $10 
million  and  built  an  imposing  edifice 
on  Montgomery  and  Pine  Streets  in 
San  Francisco  complete  with  marble 
lobby  and  mahogany  ceilings.  But  in 
1887,  their  cashier  lost  $13  million  in 
an  unsuccessful  attempt  to  corner  the 
wheat  market.  His  failure  meant  that 
the  Nevada  Bank  had  less  than  $1,000 
uncommitted  dollars  in  its  coffers. 

Heilman  offered  to  raise  $2.5  mil- 
lion in  new  capital  to  take  over  as 
president  of  the  Nevada  Bank.  When 
news  leaked  out  about  the  transaction, 
millionaires  from  around  the  country 
clamored  to  buy  stock.  Heilman  was 
soon  oversubscribed.  Lehman  Brothers 
bought  $250,000  worth  of  stock  and 
Levi  Strauss  & Co.  bought  $150,000 


in  stock.  Other  investors  included 
members  of  the  Haas  family,  whose 
descendants  would  go  on  to  fund  the 
Haas  School  of  Business  at  UC  Berke- 
ley and  own  the  Oakland  As  baseball 
team;  Louis  Sloss  and  Lewis  Gerstle, 
the  owners  of  the  Alaska  Commercial 
Company;  Isaac  Van  Nuys  from  Los 
Angeles,  and  capitalists  Antoine  Borel 
and  Christian  de  Guigne. 

For  15  years  Heilman  ran  the 
Nevada  Bank  and  transformed  it  into 
one  of  the  West’s  largest  financial 
institutions.  In  1893,  he  formed  the 
Union  Trust  Company,  the  state’s  first 
trust  company,  which  mostly  handed 
wills,  estates  and  mortgages.  In  1905, 
Heilman  bought  the  under-performing 
bank  unit  of  Wells  Fargo  Express 
Company  and  merged  it  with  the 
Nevada  Bank  to  form  the  Wells  Fargo 
Nevada  National  Bank.  The  new  insti- 
tution opened  its  doors  in  April  with 
deposits  of  $16  million.  Once  again 
the  shareholders  represented  some  of 
the  most  influential  men  in  business: 
Edward  H.  Harriman,  the  owner  of 
the  Southern  Pacific  and  other  rail- 
roads; Jacob  Schiff,  the  banker  from 
Kuhn,  Loeb;  Levi  Strauss  & Co.;  and 
Phoebe  Hearst,  the  widow  of  the  min- 
ing magnate  George  Hearst. 

Wells  Fargo  faced  one  of  its  biggest 
challenges  after  the  April  18,  1906 
earthquake  and  fire  in  San  Francisco. 
After  the  earthquake  struck  at  5:12 
a.m.,  Heilman  went  down  to  the  bank 
where  the  damage  seemed  minimal. 
Wells  Fargo  Nevada  National  Bank 
opened  its  doors  as  usual.  But  at  10 
a.m.,  members  of  the  fire  department 
rushed  in  and  ordered  everyone  to 
evacuate.  Clerks  hurried  to  put  the 
bank’s  ledgers  into  the  safe. 

The  fire  raced  through  San  Fran- 
cisco’s downtown  and  burned  most 
of  the  city’s  banks,  including  Wells 
Fargo.  When  the  flames  stopped  two 
days  later,  only  the  shell  of  the  build- 
ing still  stood. 

Heilman  wanted  to  reopen  his  banks 
as  soon  as  possible.  Most  people  had 
continued  on  page  39 


Financial  History  ~ Fall  zoo8 


3° 


WWW.FlNANCIALHISTORY.ORG 


A HISTORY  ( | THE 


BROADWAY 
COSTUME  BUSINESS 

A handful  of  pioneers  built  an  industry 
even  as  the  garment  district  disappeared 


By  Gregors'  DL  Morris 

World-class,  for-profit  theater 
flourishes  in  many  cities,  notably  New 
York,  Chicago,  London  and  Paris.  Only 
in  New  York,  however,  is  there  an 
industrial-scale  commercial  costume 
business.  Costume-making  in  the  rest  of 
the  world,  even  in  the  other  major  the- 
ater centers,  remains  a cottage  industry. 

In  New  York  there  are  about  half  a 
dozen  large  shops  together  employing 
hundreds  of  professionals.  A growing 
portion  of  those  are  salaried  workers 
with  benefits.  There  are  many  other 
small  shops,  most  specializing  in  cer- 
tain aspects  of  costume,  such  as  pros- 
thetics or  mechanical  devices. 

The  development  of  this  commercial 
business  in  just  the  past  50  years  is  all 
the  more  remarkable  because  it  took 
place  at  the  same  time  that  the  once- 
mighty  garment  industry  in  New  York 
has  all  but  disappeared.  Yet  as  far  as 
the  living  principals  in  the  business 
know,  its  history  has  never  been  told. 

In  many  ways  theater  costumes  are 
haute  couture:  custom-made  garments 
using  the  finest  fabrics  and  exten- 


sive hand  stitching.  One  leading  lady’s 
dress  can  cost  Si 0,000.  But  unlike  a 
fashion  gown  worn  once  on  the  red 
carpet,  Broadway  costumes  work  for  a 
living.  They  are  made  to  run  and  jump 
and  fly  eight  times  a week  for  two 
years  of  sweat  and  grease-paint  stains, 
and  they  are  washed  every  night. 

As  closely  held  private  companies, 
shops  do  not  reveal  their  financial 
details.  The  owners  will  say,  however, 
that  they  only  hope  to  break  even 
on  the  first  creation  of  a show.  They 
make  their  money  on  rebuilds  and 
additional  productions.  Wicked,  for 
example,  has  been  through  at  least  a 
dozen  rebuilds  just  for  the  Broadway 
show.  That  was  designed  by  Susan 
Hilferty  and  opened  in  October  2003. 
There  are  also  now  permanent,  “sit- 
down"  shows  in  Chicago,  Los  Ange- 
les/San Francisco,  London,  Tokyo, 
Stuttgart  and  Melbourne  as  well  as 
a traveling  company;  a second  road 
troupe  is  soon  to  be  formed. 

rhe  latest  Broadway  blockbuster, 
Shrek , shows  the  art  and  the  industry 
at  its  height.  The  hundreds  of  cos- 
tumes for  the  entire  production  were 


parceled  out  to  several  different  shops 
in  a bidding  process  where  rhe  shop 
owners  meet  with  the  producers  and 
the  show’s  set  and  costume  designer, 
Tim  Hatley.  Bryan  D’Arcy  James  and 
Sutton  Foster  play  the  leads,  and  their 
ogre  costumes,  as  well  as  Foster’s 
princess  dress,  were  made  at  one  of 
the  largest  shops.  Tricorne  Costumes. 

Like  rhe  relationship  between  archi- 
tect and  engineer,  a costume  designer 
draws  a sketch  and  chooses  fabric. 
The  costume  maker,  called  a draper, 
must  then  figure  how  to  make  the  gar- 
ment both  functional  and  beautiful. 
As  the  costume  is  being  designed  and 
created,  the  draper  is  also  creating  a 
detailed  binder  of  notes  and  photos, 
sketches  and  swatches,  called  a bible. 

From  the  original  garment  the 
draper  creates  a pattern  from  which 
costumes  for  cast  replacements  and 
road  shows  can  be  made.  Each  draper 
is  supported  by  cutters  and  stitchers. 
In  a century-old  tradition,  may  of 
those  are  from  southern  and  eastern 
Europe.  It  bears  mentioning  that  all 
the  Broadway  costume  shops  adhere 
strictly  to  immigration  and  labor  laws, 
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Draper  Triffin  Rasmussen  at  her  table. 


a contrast  to  the  reputation  of  some 
other  garment  trades. 

All  of  the  shop  owners  are  expert 
drapers  themselves,  and  usually  have 
one  or  more  other  drapers  on  staff.  In 
the  case  of  Shrek  and  Fiona,  Tricorne 
owner  Kathy  Marshall  made  Foster’s 
dresses.  Triffin  Rasmussen,  an  up- 
and-coming  young  draper,  got  the 
challenge  of  making  the  “fat  pads” 
that  turn  Broadway  stars  into  ogres. 
Working  from  a dress  form  the  size 
and  shape  of  the  actors  and  from  the 
designer’s  sketch,  Rasmussen  as  tera- 
tologist  took  layers  of  half-inch-thick, 
open-cell  air-conditioning  foam  and 
built  up  volume  to  roughly  the  bulk 
required.  She  has  her  trade  secrets  for 
making  the  costume  move  and  work 
with  the  actors. 

“If  you  just  sew  layer  on  layer  you 
get  an  ugly,  immoveable  lump  that  is 


very,  very  hot,”  Rasmussen  says.  “I 
cut  away  from  the  inside  to  get  a pad 
that  moves  with  the  actor,  and  allows 
air  and  water  to  move  through.  It  is 
still  hot,  so  it  has  to  be  easy  to  wash 
and  dry.”  Visually  James  has  about 
200  lbs.  added  to  him.  In  actuality, 
his  costume  weighs  roughly  a tenth 
of  that. 

Rasmussen  has  fitted  costumes  for 
actors  from  Frank  Langella  to  Chaka 
Kahn,  but  she  says  the  only  time  she 
was  star  struck  was  during  a brief 
stint  at  the  Jim  Henson  Studios.  “They 
brought  me  Kermit  the  Frog  to  make 
a pair  of  pyjamas  for  him.  I just  kept 
thinking  ‘Oh  my  God  this  is  Kermit 
the  Frog  lying  here  on  my  table!’” 

Usually  it  is  all  business  in  the 
fitting  room,  especially  at  Tricorne. 
In  what  has  always  been  a cyclical 
industry  because  of  the  theater  sea- 


son, Marshall  is  considered  one  of  the 
leaders  in  maintaining  even  staffing. 
“I  run  this  business  to  try  to  keep 
everyone  employed,”  she  says.  “The 
industry  used  to  be  far  more  cyclical, 
with  people  getting  laid  off  between 
shows.  I have  tried  not  to  do  that.” 
No  one  gets  a guarantee,  but  steadier 
employment  plus  a growing  list  of 
benefits  has  built  loyalty  and  profes- 
sionalism in  what  has  long  been  a 
craft  industry. 

Marshall  started  Tricorne  in  2000 
with  two  partners,  hence  the  name. 
Doug  Quandt  and  Scott  Traugott  have 
gone  on  to  other  ventures.  Before  start- 
ing her  shop  Marshall  was  a lead 
draper  at  the  shop  founded  by  Barbara 
Matera,  the  matriarch  of  the  industry 
who  died  in  2001 . Matera  and  Ray  Dif- 
fen  were  two  of  the  pioneers  in  creating 
large  commercial  Broadway  costume 
shops.  Matera’s  shop  is  still  a major 
player.  Diffen  closed  his  shop  when  he 
retired,  but  his  protege,  Sally  Anne  Par- 
sons, opened  her  shop  about  the  same 
time  and  Parsons  Meares  is  another  of 
the  large  shops.  Diffen  moved  back  to 
England,  and  has  since  died. 

Euroco  is  another  of  the  leading 
shops,  although  it  is  smaller  than 
the  three  already  noted.  It  is  run  by 
Werner  Kulovits,  an  Austrian-born 
Canadian  citizen  who  also  worked  for 
Barbara  Matera.  Larger  than  Euroco 
but  smaller  than  the  other  three  is  the 
shop  run  by  Eric  Winterling  who  cut 
his  teeth  at  Houston  Grand  Opera. 

Opinions  around  the  industry  differ 
about  which  one  or  two  other  shops 
to  include  in  the  top  tier.  Some  name 
a sixth  as  Grace  Costumes  that  closed 
recently  with  the  retirement  of  the 
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sisters  who  ran  it.  But  there  is  no  ques- 
tion that  the  five  noted  are  the  largest 
and  most  active,  usually  sharing  among 
them  the  bulk  of  work  on  all  Broadway 
and  many  Off-Broadway  productions. 

Although  most  people  rake  Broad- 
way to  mean  all  of  New  York  com- 
mercial theater,  strictly  speaking  it 
only  refers  to  the  39  theaters  with 
more  than  500  seats  that  compose  the 
League  of  American  Theaters  & Pro- 
ducers, now  known  as  the  Broadway 
League.  Off  Broadway  used  to  mean 
everything  else,  but  now  has  come 
to  be  a more  formal  tier  of  high-level 
productions.  The  rest  of  the  legitimate 
theater  in  town  is  known  by  the  clunky 
appellation  of  Off  Off  Broadway. 

There  is  also  an  important  distinc- 
tion between  costumes  for  live  theater 
and  those  for  film  and  television. 
As  noted,  stage  costumes  must  be 
tough  as  well  as  beautiful.  They  are 
designed  to  look  good  from  the  audi- 
ence. Movie  and  TV  outfits  are  often 
street  clothes,  but  even  when  custom 
made  are  designed  to  look  good  in 
tight  focus  rather  than  for  durability. 

Even  among  the  Broadway  costume 
shops  there  are  differences.  “Each 
shop  has  its  strengths,”  says  Marshall. 
Some  do  more  leading  ladies  and  cho- 
rus girls.  Others  tend  to  handle  more 
men’s  costumes,  called  tailoring,  or 
crafty  outfits.  “There  is  usually  plenty 
of  work  for  everyone,”  Marshall  notes. 
In  addition  to  the  commercial  shops, 
there  is  also  a large  in-house  costume 
operation  at  the  Metropolitan  Opera 
and  a few  smaller  in-house  shops  at  a 
few  other  stage  companies. 

I he  existence  of  the  commercial 
shops  in  New  York  is  in  stark  contrast 


to  costume  making  around  the  world 
and  back  through  time.  Theater  is 
as  old  as  civilization.  For  all  of  that 
time  skilled  artisans  have  been  paid  to 
provide  costumes  for  the  performers. 
The  archetypal  masks  of  Greek  com- 
edy and  tragedy  jump  immediately  to 
mind,  as  do  the  highly  stylized  cos- 
tumes of  kabuki.  However,  those  were 
specialized  cases.  For  most  of  history, 
actors  would  perform  in  clothes  they 
owned,  borrowed  or  could  gather  for 
the  production. 

The  first  major  shift  in  costume- 
making  moved  the  practice  from 
scrounging  to  having  most  of  the 
garments  purpose-made.  In  effect, 
that  parallels  the  human  change  from 
hunter-gatherer  to  agriculture.  How- 
ever, these  purpose-made  garments 
were  built  primarily  as  piece  work 
by  individual  artisans  in  their  homes, 


small  studios  or  workshops. 

In  most  of  the  world,  this  is  still  the 
case.  Even  for  England’s  glitzy  West 
End  theater  district  that  rivals  Broad- 
way, costumes  are  made  in  “the  living 
rooms  of  London,”  says  Kulovits,  lead 
draper  and  co-owner  of  Euroco  with  his 
business  partner  Janet  Bloor.  “One  girl 
makes  the  petticoats,  another  girl  makes 
the  bodices,  all  separately,”  says  Kulo- 
vits. “There  are  too  many  people  in  the 
fittings.  1 don't  know  how  they  do  it.” 

London  producers  maintain  that 
seemingly  outmoded  business  model 
for  costume  making  because  it  keeps 
costs  low.  In  many  cases  the  costume 
makers  are  friends  or  relatives  of  oth- 
ers in  the  theater  and  who  have  other 
jobs.  “They  charge  the  minimum, 
sometimes  as  little  as  15  pounds  ster- 
ling for  a dress,”  Kulovits  laments. 
“And  you  have  to  send  them  every- 
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thing,  even  zippers  and  snaps.” 

Kulovits  says  he  recently  heard  that 
a London  producer  had  made  for  a 
show  there  a reproduction  of  a dress 
by  a famous  fashion  designer.  “It  was 
made  by  a sample  maker  for  $350. 
1 couldn’t  do  it  for  that  much  if  you 
supplied  me  the  fabric.” 

That  clash  of  cultures  can  come  to 
a head  when  shows  come  to  Broad- 
way from  London.  “ Jane  Eyre  and 
Coram  Boys  came  over  whole,”  says 
Kulovits.  “The  costumes  did  not  fit 
the  actors  here,  and  we  had  to  take 
them  all  apart  and  put  them  back 
together.” 

Broadway  drapers  endure  those  tri- 
als because  they  live  for  the  times  when 
it  all  comes  together.  Kulovits  made 
costumes  for  Les  Liasons  Dangerouse. 
“The  critics  said  the  clothes  could  have 
been  worn  at  Versailles,”  he  beams. 
“To  make  them  we  looked  at  the  old 
books  and  wondered  why  they  had  cut 
things  the  way  they  did  back  then.  But 
when  we  put  it  all  together  it  all  just 
worked.  It  was  fabulous.” 

Kulovits  worked  with  Diffen  and 
also  Brooks  van  Horne,  another  early 
pioneer  of  the  costume  industry.  “Ray 
had  a big  shop  in  New  York,”  says 
Kulovits.  “He  started  in  England  after 
the  war.  Another  important  operation 
was  Scott  & Grey.  They  would  have 
a salon  every  Thursday.  John  Gielgud 
would  come  for  drinks.” 

Van  Horne  came  to  New  York 
by  way  of  the  Shakespeare  festival 
at  Stratford,  Ontario,  to  which  he 
ultimately  returned.  Kulovits  worked 
with  Matera  for  about  10  years  before 
opening  his  own  shop  in  1 989.  He  says 
that  dancer  and  choreographer  Mar- 


got Fontaine  influenced  Matera  — and 
thereby  several  second-generation  shop 
owners  who  retain  the  pretty  and  clean 
ballet  aesthetic  in  their  work. 

After  van  Horne  himself  went  back 
to  Canada,  the  shop  carried  on  in 
New  York.  It  merged  with  another  big 
operation  and  became  Eaves  Brooks. 
That  shop  was  then  acquired  by  a 
series  of  owners  and  is  no  longer  in 
New  York. 

The  surprise  in  the  Broadway  cos- 
tume business  is  not  that  shops  merge, 
close  or  leave  town,  but  that  so  many 
keep  going  despite  several  business 
handicaps.  The  biggest  is  that,  as 
noted,  the  owners  are  practitioners 
by  choice,  entrepreneurs  by  necessity. 
“I’m  not  a business  man,”  says  Kulo- 
vits. “Neither  was  Barbara  [Matera], 
and  I don’t  think  any  of  the  other 
shop  owners  either.  I just  love  making 
beautiful  clothes.” 

The  other  handicap  to  the  industry 
is  more  recent,  the  rise  of  corpo- 
rate producers.  Disney,  for  example, 
maintains  a massive  staff  and  spends 
lavishly  on  promotion,  but  squeezes 
costume  budgets  to  the  penny,  say 
many  industry  insiders. 

“We  may  have  criticized  the  pro- 
ducers back  in  the  day,”  says  Kulo- 
vits, “but  at  least  they  did  it  for  love. 
Today  it’s  only  for  money.”  The  irony 
there  is  that  costumes  can  make  or 
break  a show.  “ Lion  King  is  fabulous, 
but  Disney  does  not  know  why,” 
Kulovits  quips.  More  broadly  he  adds, 
“when  an  actress  likes  her  clothes, 
she  will  behave  properly.  When  she’s 
uncomfortable,  you  can  tell.” 

Eric  Winterling  did  not  come  up 
through  the  first-generation  shops.  He 


grew  up  in  Philadelphia  where  Temple 
University  has  a masters  program  in 
cutting  and  draping,  and  came  into 
his  own  as  costumer,  designer  and 
shop  manager  for  the  Houston  Grand 
Opera  in  the  1980s.  Today  he  is  firmly 
fixed  in  the  top  echelon  of  Broadway 
drapers,  a dream  come  true:  “All  I 
ever  wanted  to  do  was  to  found  a cos- 
tume shop,”  he  says. 

Winterling  explains  that  there  is 
constant  but  cordial  rivalry  among  the 
shops  over  how  beautiful  or  functional 
the  costumes  are.  But  there  is  no  cut- 
throat business  competition.  “That 
really  would  not  get  us  anywhere,” 
he  says.  “The  designers  have  in  mind 
who  they  want  to  do  what.  When  they 
get  the  commission  for  a show,  they 
know  which  hand  they  want  on  each 
costume.”  In  effect,  a shop’s  or  even 
individual  draper’s  special  abilities 
inform  what  the  designers  envision  for 
a character  or  even  a whole  scene. 

“This  is  a calling,”  says  Winterling. 
“I  have  made  a resume  once  in  my  life. 
Being  able  to  make  a pretty  dress  is  a 
skill  I have  had  since  I was  12  years  old. 
At  29  I started  my  own  shop.  If  I were 
going  to  go  broke,  that  was  the  age  to 
do  it.  There  are  thousands  of  designers 
out  there,  but  only  a few  people  who 
can  make  a dress  that  people  will  pay 
$100  a seat  to  look  at.”  tsa 

Gregory  DL  Morris  is  an  independent 
business  journalist  based  in  New  York. 
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of  Enterprise  & Industry  Historical 
Research,  and  is  an  active  member  of 
the  Museum’s  editorial  board.  He  can 
be  contacted  at  gdlm@enterpriseand 
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Through  thi  engaging  pages  of 
this  slender  volume  briskly  stride  many 
familiar  lions  of  Wall  Street’s  colorful 
history,  all  in  the  service  of  author 
Steve  Fraser’s  presentation  of  the  var- 
ied, often  conflicting  popular  views 
of  such  titans  and  Wall  Street  itself 
over  the  decades  since  “the  Street” 
became  the  nation’s  preeminent  center 
of  investment  banking  and  financial 
dealing.  For  purposes  of  his  com- 
mentary, Fraser  divides  the  universe 
of  Wall  Street  legends  into  four  cat- 
egories: aristocrats,  confidence  men, 
heroes  and  immoralists.  The  pedigreed 


Richard  Whitney  arguably  belongs  to 
more  than  one  category,  while  others 
similarly  qualify  for  more  than  one. 
As  arbitrary  and  overlapping  as  the 
categories  are,  however,  they  provide 
a neat  frame  of  reference  for  discuss- 
ing illustrious  Wall  Street  figures  and 
views  being  expressed  in  the  press  and 
other  opinion  organs. 

Fraser  observes  that  sharp  diver- 
gence about  the  merits  of  financial 
dealing  has  existed  since  the  nation  s 
infancy,  as  evidenced  by  widespread 
popular  distrust  of  financial  operators 
in  the  early  days  and  the  strongly  dif- 
fering views  of  Jefferson  and  Hamil- 
ton about  government  finance,  trading 
of  government  debt  instruments,  and 
related  matters.  Over  the  intervening 
decades,  ambivalence  has  persisted, 
with  negative  views  predominating  at 
certain  rimes  and  more  positive  views 
at  others. 

Moving  forward  through  time, 
Fraser  nicely  develops  contempora- 
neous commentaries,  opening  win- 
dows on  such  diverse  cultural  figures 
as  Social  Darwinist  William  Graham 
Sumner  and  Social  Gospel  advocate 
Washington  Gladdens.  Pools,  corners, 
the  application  of  the  14th  Amend- 
ment of  the  Constitution  to  block  even 
the  most  rudimentary  sort  of  federal 
economic  regulation,  and  other  signif- 
icant topics  are  also  explored.  While 
the  narrative  does  not  purport  to  pro- 
vide a detailed  account  of  the  activities 
of  all  the  financial  luminaries  men- 
tioned, it  provides  a strong  platform 
for  revealing  the  sentiments  of  the 
proverbial  common  man,  as  well  as 
opinion  leaders  and  the  intelligentsia. 
The  reader  is  thus  reminded  of  many 


fascinating  and — in  some  instances 
deeply  troubling — matters,  such  as 
Henry  Ford's  rank  anti-Semitism  and 
the  equally  foul  anti-Semitism  of  illus- 
trious brothers  Henry  and  Brooks 
Adams. 

Although  the  veteran  student  of 
financial  history  will  be  familiar  with 
all  of  the  financial  actors  discussed,  he 
or  she  will  likely  find  the  book  illumi- 
nating in  regard  to  the  climate  of  opin- 
ion, while  a novice  student  of  financial 
history  will  be  introduced  to  many  of 
Wall  Street's  most  venerated  worthies 
and  reviled  scoundrels.  Some  passages 
of  the  book  are  a trifle  overwritten, 
while  some  minor  errors  were  noted, 
e.g.  the  name  of  Harvard's  exalted 
Porcellian  Club  — that  select  group  to 
which  high  patrician  Franklin  Delano 
Roosevelt  famously  failed  to  gain 
entry  — is  misspelled  (p.  82)  and  the 
name  of  the  Skadden  Arps  law  firm  is 
rendered  incorrectly  (p.  125).  That 
said,  Fraser's  book  manages  to  be 
both  breezy  and  meaty.  The  reader 
will  find  much  in  it  to  savor  and  will 
possibly  be  set  on  paths  of  further 
research  into  some  of  its  numerous 
episodes  and  personalities,  na 
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Dazzling  in  depth  and  thorough  in 
thought,  this  is  one  of  the  best  finan- 
cial history  books  to  be  published  in 
quite  a few  years.  This  is  the  kind 
of  book  that  will  prompt  the  reader 
to  quote  lines  and  recount  details  to 
friends  and  family.  Better  still,  share 
or  give  copies.  At  less  than  400  pages 
of  text,  a great  deal  of  information  has 
been  smartly  packaged.  And  while  the 
writing  is  at  a high  enough  level  for 
finance  professionals,  it  remains  acces- 
sible to  general  audiences. 

Bernstein’s  thesis  is  common 
enough:  that  humans  are  genetically 
predisposed  to  “truck  and  barter.”  To 
support  this  he  cites  evidence  of  long- 


distance commerce  from  the  dawn  of 
civilization.  Nothing  new  in  this  homo 
economus  approach,  but  at  least  the 
author  adds  a map  of  Eurasia  show- 
ing the  ancient  silk  routes  stretching 
from  Indonesia  to  Italy.  The  near-dis- 
appearance of  maps  from  most  books 
over  the  past  few  years  is  a frequent 
subject  of  criticism  in  this  column, 
so  Bernstein’s  bonanza  of  nearly  two 
dozen  maps  is  a strong  indication  that 
he  is  bringing  the  whole  package. 

What  makes  A Splendid  Exchange 
different  is  the  way  the  author  incor- 
porates finance  and  commerce  deftly 
into  the  more  well-known  social  and 
military  histories.  For  example,  a 
large  portion  of  the  population  has  at 
least  heard  of  the  Peloponnesian  War. 
Indeed  the  tale  by  Thucydides  is  often 
considered  the  birth  of  non-fiction  his- 
tory. But  the  story  is  most  frequently 
taken  as  straight  military  history,  or 
as  a clash  of  cultures.  Bernstein  argues 
convincingly  that  it  was  a trade  war 
over  control  of  grain  imports  from  the 
Black  Sea,  Egypt  and  Sicily. 

Mostly  skipping  over  the  Roman 
Empire,  the  author  spends  several  fas- 
cinating chapters  on  the  complex  trade 
webs  linking  east  Africa,  the  Arab 
and  Persian  lands,  central  Asia,  India, 
China  and  down  to  Oceana.  Not  just 
silk,  but  incense,  and  especially  spices 
were  moving  over  thousands  of  miles 
more  than  a thousand  years  ago. 

Bernstein  shows  great  perspicacity 
with  a strong  and  clear  narrative  that 
is  studded  with  the  delightful  nuggets 
that  put  history  into  context  and  make 
it  come  alive.  For  example,  he  notes 
not  just  that  the  Muslims  invaded 
Spain  in  711,  but  that  they  named 
the  site  of  their  landing  and  first 
victory  after  their  commander  Tariq 


ibn  Ziyad;  since  then  the  mountain 
of  Tariq,  or  Jabil  Tariq,  has  become 
Gibraltar. 

It  bears  repeating  that  the  two  great 
strengths  of  this  book  are  a steady 
stream  of  nuggets  like  these  that  keep 
things  lively,  and  also  the  way  Bern- 
stein weaves  business  and  finance  in 
with  culture  and  warfare.  This  is  his- 
tory the  way  it  should  be  told,  as  a 
coherent  whole.  And  so  he  dwells  on 
Arabs,  Mughals  and  Bandanese  trad- 
ing on  the  monsoon  across  the  Indian 
Ocean  for  centuries  before  the  Por- 
tuguese and  Dutch  literally  muscled 
their  way  in.  Bernstein  notes  the  tragic 
triangular  trade  of  slaves,  sugar  and 
rum,  but  details  similar  multilateral 
commerce  in  other  regions.  His  inter- 
weaving of  commerce  and  the  bubonic 
plague  are  excellent,  as  are  the  rise  of 
corporations  like  the  Dutch  and  Brit- 
ish East  India  companies.  His  discus- 
sion of  American  antebellum  sectional 
economics  and  politics  is  lucid  and 
compelling. 

The  last  two  chapters,  covering  the 
20th  century,  are  jarringly  unlike  the 
first  12.  The  writing  is  dry,  sometimes 
contradicts  itself,  and  gets  pedan- 
tic, even  scolding.  In  trying  to  hurry 
through  the  Smoot-Hawley  tariffs,  the 
Depression,  and  on  to  the  World 
Trade  Organization,  Bernstein  dis- 
cards all  that  made  the  rest  of  the 
book  so  informative  and  enjoyable.  In 
future  editions  — and  the  high  qual- 
ity of  the  rest  of  the  book  make  such 
likely — he  would  do  well  to  rework 
or  replace  these  last  two  chapters. 

Those  aside,  this  is  a comprehen- 
sive piece  of  research  and  a ripping 
good  story.  Your  money  for  this  book 
will  be  a splendid  exchange.  Ha 


Financial  History  ~ Fall  zoo8 


36 


WWW.FINANCIALHISTORY.ORG 


Vermeer’s  Hat:  The  Seventeenth 
Century  and  the  Dawn  of  the  Global  World 


By  Timothy  Brook 
Bloomsbury  Press,  New  \ork,  2008 
272  pages,  with  maps,  bibliography, 
notes,  and  index;  $17.00 
Renewed  by  Gregor v DL  Morris 


Brook  takes  the  anecdotal  approach 
to  history  to  a new  level:  he  takes  a 
handful  of  paintings  by  Flemish  master 
Johannes  Vermeer,  one  by  a similar 
but  lesser  light,  and  a faux  China  plate 
as  snapshots  of  the  state  of  world  trade 
through  the  1600s.  From  Bernstein 


we  know  that  global  trade  had  actu- 
ally been  rolling  across  Eurasia,  and 
throughout  the  Indian  and  western 
Pacific  Oceans  for  many  centuries,  so 
the  title  might  better  be  “The  Dawn  of 
European  Global  Trade.” 

But  if  Bernstein  has  stolen  a march 
on  Brook,  the  latter  has  also  managed 
to  tease  out  one  essential  histori- 
cal moment  that  Bernstein  somehow 
missed:  the  enshrinement  of  global 
trade  in  law.  Granted,  that  is  Euro- 
pean law,  but  both  authors  argue 
successfully  that  the  introduction  of 
European  trade  standards,  business 
practices,  credit  and  maritime  tech- 
nology vastly  expanded  the  scope  and 
scale  of  the  existing  commerce. 

The  United  East  India  Company, 
in  Dutch  Verenigde  Oost-Indische  or 
VOC,  was  formed  in  1602  to  exploit 
the  all-water  route  around  Africa  to 
the  spice  islands  discovered  by  Por- 
tuguese Vasco  da  Gama  in  1497. 
Within  a year  the  VOC  was  embroiled 
m a dispute  over  its  seizure  of  a Por- 
tuguese cargo  ship.  The  Portuguese 
claimed  piracy,  the  VOC  claimed  it 
was  defending  its  legitimate  business 
interests. 

As  Brook  relates,  the  directors  of 
the  VOC  commissioned  a bright  young 
lawyer  from  Delft,  Huig  de  Groot, 
known  in  English  as  Grotius,  to  write 


its  case.  In  1608  de  Groot  released  de 
jure  praedae,  in  English,  The  Spoils  of 
War , arguing  that  the  Spanish  block- 
ade of  the  Netherlands,  an  act  of  war, 
justified  the  VOC’s  privateering.  The 
next  year  de  Groot  greatly  expanded 
his  thesis  and  issued  Mare  Liberum , 
published  to  wide  readership  in  Eng- 
land as  The  Freedom  of  the  Seas  or  the 
Right  Which  Belongs  to  the  Dutch  to 
Take  Part  in  the  East  India  Trade. 

Brook  writes  that  de  Groot  “made 
several  bold  and  novel  arguments.  Tbe 
boldest  is  one  that  no  one  had  thus  far 
thought  to  make:  all  people  have  the 
right  to  trade.  For  the  first  time  the 
freedom  of  trade  is  declared  a princi- 
ple of  international  law,  as  it  has  been 
ever  since.”  That  then  makes  2009 
the  400th  anniversary  of  free  trade. 
Global  celebrations  are  in  order. 

Despite  the  Dutch  premise,  Brook 
holds  an  endowed  chair  in  Chinese  at 
Oxford  and  his  dozen  previous  books 
all  deal  with  China  or  Asia.  True  to 
form,  most  of  this  work  centers  on 
trade  and  conflict  between  Europeans 
and  the  Celestial  Kingdom,  including 
tea,  opium,  tobacco,  silver  and,  well, 
china.  The  writing  is  able  enough,  if  a 
bit  chatty.  It  stands  well  enough  on  its 
own,  but  when  read  together  with 
Bernstein,  the  two  are  highly  comple- 
mentary. na 
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Abigail  Adams,  Bond  Speculator 

continued  from  page  1 5 


At  the  age  of  75,  John  Adams  com- 
piled a financial  autobiography  and 
sent  it  to  a friend  and  fellow  signer  of 
the  Declaration  of  Independence,  Phil- 
adelphia doctor  Benjamin  Rush.  In  it 
he  asserted  that  he  was  the  one  who 
had  decided  to  buy  that  first  Loan 
Office  certificate  back  in  1777 — even 
though  the  files  in  his  library  con- 
tained his  wife’s  June  1,  1777  letter 


explaining  the  whole  idea  to  him.  In 
the  document  he  sent  Rush,  Adams 
did  not  mention  any  of  the  govern- 
ment securities  his  wife  had  purchased 
for  him.  John  had  benefited  immensely 
from  Abigail’s  shrewd  venture  into 
bond  speculation,  but  he  had  no  desire 
to  see  her  trades  broadcast  to  the 
wider  world.  (30 


Woody  Holton  is  an  associate  profes- 
sor at  the  University  of  Richmond  and 
a 2008  Guggenheim  Fellow.  He  is  the 
author  of  Unruly  Americans  and  the 
Origins  of  the  Constitution,  a 2007 
finalist  for  the  National  Book  Award. 
This  article  is  excerpted  from  his 
“Abigail  Adams,  Bond  Speculator,” 
William  and  Mary  Quarterly,  3rd 
Ser.,  LXIV  ( October  2007),  821-38. 


Another  Financial  Hurricane 


continued  from  page  23 

Barometer.”  The  old  Wall  Street  say- 
ing, “As  January  goes,  so  goes  the 
year,”  is  mostly  true.  The  rule  is  simple: 
if  the  DJIA’s  January  close  is  above  the 
prior  December  close,  then  the  market 
should  finish  the  year  higher.  However, 
if  the  DJIA’s  January  close  is  below  the 
prior  December  close,  another  bad  year 
can  be  expected. 

During  the  previous  13  periods 
studied,  this  technical  indicator  has 
been  effective  69  percent  of  the  time  in 
determining  the  direction  of  the  DJIA 
after  an  oversold  year  (see  Table  3). 

FINAL  THOUGHTS 

In  reviewing  the  last  decade  of  investing 
to  find  answers  to  what  went  wrong  on 
Wall  Street,  a simple  question  needs 
to  be  asked:  Why  did  the  majority  of 
modern  investors,  the  most  knowledge- 
able and  technologically  advanced  in 
history,  mishandle  the  “dot  com”  stock 
bubble,  the  recent  “nothing  down”  real 
estate  frenzy  and  the  asset  freefall  of 
2008?  The  answer:  A lack  of  knowl- 


edge about  U.S.  financial  history. 

Clearly,  the  constant  barrage  of 
news,  earnings  projections,  economic 
reports  and  advice  from  respected 
professionals  streaming  over  media 
outlets  24  hours  a day  has  not  helped 
investors  tackle  the  age  old  problems 
of  successful,  time-tested  investing. 

Ultimately,  people’s  emotions  (greed 
and  fear)  about  money  and  investing 
have  not  changed  much  over  time,  and 
their  actions  typically  resemble  those 
of  their  ancestors.  It  is  also  helpful  to 
remember  that  there  is  very  little  that 
is  truly  new  in  the  world  of  invest- 
ing. Stocks,  bonds,  real  estate  and 
commodities  are  continuously  repack- 
aged and  renamed  by  Wall  Street,  but 
the  basics  in  the  money  game  have 
remained  the  same  for  generations. 

If  an  investor  wants  to  break  the 
vicious  “buy  high,  sell  low”  cycle  that 
still  plagues  most  investors,  s/he  should 
be  more  of  a historian  and  less  a finan- 
cial analyst.  Now  is  a good  time  to  put 
history  to  work.  139 


Kenneth  G.  Winans  is  the  award-win- 
ning author  of  Preferreds  and  Invest- 
ment Atlas,  a renowned  collector, 
and  President  and  Founder  of  the 
respected  investment  management  and 
research  firm  Winans  International. 
For  over  26  years,  he  has  conducted 
landmark  investment  analyses  and 
designed  leading  market  indices  in 
stocks  and  real  estate.  He  is  a regu- 
lar guest  on  numerous  TV  and  radio 
shows  and  has  had  much  of  his  invest- 
ment research  published  by  leading 
websites,  magazines  and  newspapers. 
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Towers  of  Gold 

continued  from  page  30 

tied  rheir  homes  without  any  cash  and  were  dependent 
on  bread  lines  and  soup  kitchens  for  nourishment.  He 
was  confident  that  the  city  would  rebuild,  but  feared  that 
worried  depositors  would  set  off  a bank  run  that  would 
undermine  confidence  in  the  city's  financial  system. 

Heilman  reopened  Wells  Fargo  Bank  two  days  after 
the  calamity  at  the  Jackson  Street  home  of  his  son-in-law. 
Clerks  had  no  records  or  pens  or  paper  to  write  on,  so 
one  hurried  to  a stationery  store  to  buy  some  composi- 
tion books. 

Heilman  and  other  bankers  met  in  a private  home  and 
set  out  a series  of  coordinated  actions  they  thought  would 
restore  stability  to  the  city.  They  asked  the  governor  to 
declare  a 30-dav  bank  holiday,  so  no  one  would  be  required 
to  pay  their  rent  or  other  bills  due.  They  created  an  impro- 
vised banking  system  that  would  carry  them  through  until 
the  bank  vaults  cooled  down  and  could  be  opened.  The 
banks  agreed  to  give  drafts  for  as  much  as  $500  to  custom- 
ers, who  could  take  the  paper  slips  ro  the  U.S.  Mint  on  Fifth 
Street  in  downtown  San  Francisco  to  exchange  for  coin. 
Miraculously,  the  mint  had  not  burned,  and  the  millions  of 
dollars  in  its  vaults  were  available.  Heilman  and  the  group 
of  bankers  also  agreed  to  convey  as  sense  of  calm  and  a 
certainty  about  the  future  of  the  city. 

A month  after  the  earthquake.  Wells  Fargo  reopened 
downtown  into  a section  of  the  Union  Trust  Company 
building.  The  bank  looked  much  like  it  did  in  the  early 
days.  Wooden  planks  served  as  counters  and  bolts  of  white 
cotton  hid  scorched  walls.  But  it  was  back  in  business. 

lsaias  Heilman  died  in  1920.  Upon  his  death  he  was 
praised  for  his  business  acumen,  his  uncanny  banking 
instincts,  tor  his  part  in  bringing  capital  to  the  Pacific 
Coast,  and  his  role  in  helping  two  cities,  I. os  Angeles  and 
San  Francisco,  establish  themselves  as  major  financial  cen- 
ters. Security  Pacific  Bank  bought  his  Farmers  and  Mer- 
chants Bank  in  1956,  and  it  was  eventually  folded  into 
Bank  of  America.  His  Wells  Fargo  Nevada  National  Bank 
is  known  today  as  Wells  Fargo.  It  has  about  $1.42  trillion 
in  assets,  280,000  employees,  and  10,761  locations,  na 

Frances  Dinkelspiel  is  the  author  of  Towers  of  Gold: 
How  One  Jewish  Immigrant  Named  lsaias  Heilman 
Created  California.  A freelance  writer  in  Berkeley,  CA, 
Dinkelspiel's  work  has  appeared  in  The  New  York 
Times,  The  Los  Angeles  Times,  People  Magazine  and 
other  outlets. 


TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history? 

By  Boh  Shabazian 

1.  What  did  the  National  Currency  Act  of  1863,  signed  by 
President  Abraham  Lincoln,  provide  for? 

2.  Which  industrialist  and  philanthropist  said,  “The  man 
who  dies  rich  dies  disgraced.” 

3.  In  the  early  part  of  the  20th  century,  what  part  of  New 
York  City  was  know  as  “shipping  row?” 

4.  London-based  Barclays,  in  recently  resuming  trading 
operations  of  Lehman  Brothers  on  the  New  York  Stock 
Exchange,  achieved  what  distinction? 

5.  Washington  Mutual  Bank  recently  received  some 
unwanted  notoriety.  What  was  it? 

6.  Shareholders  of  what  company  approved  the  company’s 
$23  billion  sale  to  Mars,  making  the  latter  the  world's 
largest  candy  maker? 

7.  On  September  29,  2008,  the  Dow  Jones  Industrial  Aver- 
age plummeted  777.68  points,  the  largest  point  drop  in 
Dow  history.  Name  the  second  largest  point  drop  in  the 
average’s  history. 

8.  Name  the  brokerage  firm  that  filed  for  bankruptcy  in 
February  1990. 

9.  In  terms  of  assets,  what — ro  date  — is  the  largest  bank- 
ruptcy in  U.S.  history? 

10.  When  were  circuit  breakers — the  market  triggers 

designed  to  reduce  market  volatility  and  restore  investor 
confidence  in  the  event  of  sharp  downturns  in  the 
market  — put  into  place? 
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MU$EUM 

OF  AMERICAN 

FINANCE 

The  Museum  of  American  Finance, 
an  affiliate  of  the  Smithsonian  Institution, 
is  the  only  independent  public  museum  dedicated 
to  capitalism,  entrepreneurship  and  free  enterprise. 
It  celebrates  and  teaches  the  power  of  a democratic 
free  market  economy  to  better  the  financial  lives  of 

individuals,  companies  and  nations. 

48  Wall  Street,  New  York  City. 

Open  Mon.  - Fri.  10  a.m.  - 4 p.m. 

Admission:  $8  adults; 

$5  Students/Seniors;  Kids  under  6 free. 

For  further  information,  please  contact  the 
Museum  at  212-908-4110 

or  visit  our  website,  MoAF.org 


IT’S  YOUR  BUSINESS. 

Join  the  Museum’s 

Corporate  Membership  Program 

Put  your  company’s  support  behind  the  Muse- 
um’s work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  memberships  can 
include  the  following  benefits: 

• Free  admission  for  employees  and  their  guests 

• Private  tour  of  the  Museum  for  up  to  50  people 

• Acknowledgment  on  the  Museum’s  website, 

in  Financial  Flistory  magazine,  and  in  all  other 
relevant  publicity 

• Special  invitations  to  Museum  openings  and  events 

• Opportunity  to  rent  Museum  spaces 

For  information,  please  contact 
Director  of  Development  Jeanne  Driscoll  at  212-908-4694 
or  jdriscoll@financialhistory.org 


Become  a Smithsonian  Affiliate  Member 


The  Museum  of  American  Finance,  an  Affiliate  of  the  Smithsonian  Institution,  rewards  its  members  at  contributing  levels  with  all 
the  benefits  of  regular  Museum  membership,  plus  the  benefits  of  membership  in  the  Smithsonian. 

Smithsonian  Benefits 

• 12  issues  of  Smithsonian  magazine 

• 10%  discounts  on  shopping  and  dining  when  you  visit  the  Smithsonian 
and  on  all  purchases  from  SmithsonianStore.com 

• 20%  discount  on  publications  from  Smithsonian  Books 

• Affiliate  membership  card 

• Exclusive  international  and  domestic  travel  programs  and  study  tour 
opportunities  from  Smithsonian  Journies 

• Access  to  a special,  members-only  website  at 
http://affiliations.si.edu/members 

• Free  admission  to  the  Cooper-Fiewitt  National  Design  Museum  in  New  York 

Finance  Museum 

• 4 issues  of  Financial  Flistory  magazine 

• 10%  discount  in  Museum  Shop 

• Free  admission  for  you  and  a guest 

• Membership  card 

• Advance  notice  of  Museum  events 

• Invitations  to  exhibit  openings  and  members-only  events 

To  become  a Smithsonian  Affiliate  Member,  please  send  a check  for  $150  payable  to  “Museum  of  American  Finance, 
Membership  Department,  48  Wall  Street,  New  York,  NY  10005.  All  but  $44  of  your  contribution  is  tax-deductible. 
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AUCTIONEERS 


PAST,  PRESENT,  AND  FUTURE 

W hither  you  are  collecting,  buying,  or  selling,  names  you  have  long  known  are  now  teamed  up  to  bring  you  the  benefits 
ol  the  global  marketplace.  Let  experts  with  a collective  100-plus  years  of  expertise  help  you  build  your  collection.  Iart  the 
firm  who  holds  countless  world  record  prices,  as  well  as  the  distinguished  honor  of  selling  a single  security  for  the  highest 
price  ever  through  auction  xllyour  holdings.  let  the  builders  of  the  worlds  premier  scripophily  library,  with  reference  files 
on  over  a million  global  securities  offer  their  unparalleled  service  and  a century’s  worth  of  securities  research  to  you.  For  more 
information,  or  to  consign  to  an  upcoming  sale  please  contact  our  experts  Caleb  Esterlinc,  Matthew  Orsini.  or  Mark  Anderson. 

S I O ( K S & BONDS  • PAPER  MONEY  • COINS  • AUTOGRAPHS 
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SPINK 


FOUNDED  1 6 6 6 


800-622-1880  www.spinksmnhe.com  info@spinksmythe.com 


N I \X  YORK  2 Rector  St.  12th  FI.  New  Y'ork,  NY  10006 


DALLAS  3100  Monticello,  Suite  923,  Dallas,  TX  7520S 


The  Museum  of  American  Finance  provides  a unique, 
magnificent  setting  for  corporate  and  private  events.  Located  in 
the  heart  of  New  York's  financial  district,  the  Museum  occupies 
30,000  sq.  ft.  of  space  on  three  floors  of  the  1927  landmarked 
former  headquarters  of  the  Bank  of  New  York.  The  building's 
grand  mezzanine  banking  hall  has  retained  much  of  its  original 
architectural  detail  and  has  been  recently  renovated  and  restored  by 
the  Museum.  It  boasts  30-foot  ceilings,  Palladian  windows,  a grand 
marble  staircase  and  entrance,  and  arched  panel  murals  painted  by 
J.  Monroe  Hewlett. The  Museum's  exhibits  have  been  designed  to 
be  movable  to  allow  for  seated  dinners  (up  to  220  guests),  as  well  as 
receptions  and  presentations  (up  to  400  guests). 

The  Museum's  education  center  on  the  concourse  level  is  also 
available  for  lectures,  conferences  and  seminars. This  multi-purpose 
space  can  seat  up  to  200  people,  or  can  be  divided  into  as  many  as 
six  smaller  rooms  for  meetings  or  break-out  sessions. 


MUSEUM 

OF  AMERICAN 

FINANCE 

IN  ASSOCIATION  WITH  THE 
SMITHSONIAN  INSTITUTION 


Corporate  members  at  the  Corporate  Patron  and  Corporate  Partner 
levels  receive  significant  discounts  on  space  rentals.  For  information, 
rates  and  availability,  please  contact  Arturo  Gomez,  Business 
Manager,  at  212-908-4619  or  agomez@financialhistory.org. 


48  Wall  Street 
New  York,  NY  10005 

www.MoAF.org 


